DOCUMENT RESUME 



ED 234 734 
TITLE 

INCtlTUTION 



SPONS AGENCY 
PUB DATE 
NOTE 

PUB TYPE 



EDRS PftiCE 

descriptors' 



IDENTIFIERS 



HE 016 695 

Access and Chbijce: Equitable Fihahcing of 

Post secondary Education , Report No, 7 p 

National Coimnission on Student Financial Assisrtance, 

Washington, DC. * ' ' 

Congress of the U.S., Washington, D.^^ 

Jul 83 ' :€ 

186p.; For related documents',, see ED 228 926-975, HE 
016 690-694, and HE 016 697. 
ReportsV^ Evaluative/Feasibility (142) 

MFOl/PCQS Pius Postage. 

*Acpess to Education ; Coiiege Choice ; College 
Students; Cooperative Education; Credit ^Finance) ; 
*Edueat i oh al Equity (Finance ) | Eligibility; 
Enrollment Trends; Federal Aid; *Financiai Policy ; 
inflation (Economics); tow income Groups; Operating 
Expenses ; Postsecondary Education; Program Costs; 
PublicPblicy ; Student Employment; *Studeht Financial 
Aid ; ^Student Loan Programs 

*Guarantied Student Loan Program; *National Comm on 
Student Financial Ass i stance 



ABSTRACT 
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are described, and their impact on access to and choice of 
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effects of inflation oh student aid policy; work patterns of 
full-:time college students in 1974 and 1981; (3) a national ' 
assessment of cooperative educat ion ; ( 4 ) the effects of phasing' out 
social security^ student benefits; (5) the cost to borrowers of 
participating rnthe Guaranteed Student Loan program £GSL); (6) the 
cost and^ flows of capital in the GSL program; (7) res'^lrictions 
imposed on GSL borrowing by* guaranty agencies ^ lenders , and . state 
secondary markets; (8) and cpritradict ions of federal public 
ass^istance and college opportunity policies. In addition , testimonies 
from hearings on student financial assistance are presented. The 
difficulties that low income students encOuiiter in obtaining a . 
college educa^t ion- are addressed . Appendices include a paper on the 
eighth study listed above; a summary and commentary on the third 
study listed above; a discussion of income-contingent proposals; and. 
an index of self-help effort required tp pay for college, (swj 
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NATIONAii eOMMisSION ON STUDENT PINANCIAL ASSISTANCE 

National Gomaiasion on Student Financial Assistance 
?ao«^^'^*?^^^^^^'= 96-374^ the Education Amendments of 

l98Qi puring the congressional deliberations on those 
amendments, the Congress realized- there was a general lack of 
reliable information and weil-inforped policy recommendations 
on many of the most fundamental and important federal student 
assistance .policy isstaes ih^postsecondary education. The 
.National Commission was established to correct this situation 
and to serve as a reliable policy agent for the President aad 
tne Congress. 

Established in 1981^ the National Commission is a 

bipartisan panel of members of Congress, leaders in the higher 
education community and representatives of the public. The 
panel is composed of twelve members, iour appointed by the 
President of the United States, four by the House of 
Representatives and four by the United States Senate. 

The final report of the National Commission is due oh 
July 1, 1983. 
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FOREWORD 



Since i9'58A when President Dwight Eisenhower firmly recognized 
higher education' as a necessary right of every citissen, bipartisan 
support for federal student financial assistance has been reaffirmed 
many times ^,over. , Congress and past Administrations have recognized 
that higher education institutions produce social, technical and 
economic benefits for the entire society. 

The success of a democratic society rests on the education of 
not merely the wealthy, but of the whole population. Higher 
education builds a well-informed and perceptive qitizenry which 
serves the nation both through their employment and philanthropicr ^ 
contributions. 

The many benefits of higher education research are obvious, 
bur high medical standards* and advanced technology are directly 
^ related to 6uch research. Furthermore, as we look to the future 
with an uncertain energy supply, higher education research %will 
serv^ as the catalyst for finding alternative energy sources. • 

.Economically, higher education serves as a capital investment 
that produces .great returns to tiiis nation. 

AS President Lyndon Johnson stated when he declared a national 

^ • _._ _ t> 

goal o^f Full Educational Opportunity*^ 

Every child must be encouraged to get as much 
^ education as he has . the a^Dilitj^ to take. ' * 

iSe^waht this not only for his sake^-but f or the future 
of our nation*.s' sake. Nothing matters more to the future 
of our countryr not o.ur military preparedness--f or armed 
might is worthless if we lack the brainpower to build World 
•peace; not our productive economy--for we cannot sustain 
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growth wi thbut trained manpower ; not our democratic system 
of goverhmeht--for freedpin is fragile if citizens are 
ignorant; 1 

The essehtia3. purpose of -fedefai student financial assistance 
is to ensure that; the talents and. abilities of our citizens are 
f'vliy developed for the benefit of both' the nation and the 
individual. ^ip the mid-i96ds, a study fpund that among students 
with high ability (top 40 percent in achievement) , those from 'the 
top quarter df the income distribution had a 90 percent chance of 
going to college while those from the bottom^ quarter of the income 
distribution had only a 42 percent chance. A recejit survey 
indicated that 62 percent of the high ability, low income students> 
attended coil^lege compared to 87 percent of those with high ability 
and high income. Clearly we have made progress. But equally 
clearly, lack of financial resources continues to prevent many high 
ability students from dfevelopiijg their talents /through attendance at 
postsecond^jy institutions. * 

Numerous studies have shown^ that increasing the educational 



level of our citizens is an important ingredient to improving our 

• _ _ ' _ /• 

nation's economic productivity, our competitiveness in the 

international arena'" and our: national security. There is a strong 

social benefrt that derives from providing financial assistance to 



icharlie Saunders^ "Sorry^ This Corrmitment May Be Canceled," 
FOgUM, January/February 1982, p... 8. 
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those students who lack the resources to obtain a poatsecon<jary 
education. This is the basic justification for federal student 
financial assistance based on need. Obviou:^ly not all of. the * 
benefits of educ on beyond high school accrue to society. The 
individual receives some bejief i ts as Well. Therefore / it is 

appropriate that' those studeats who recieve' federal student 

_ . _ » _._*__ _ . _ _ 

financial assistance pay a portion of their educational costs 

through self-hel^ (savings,' work and loans) or from their families 

________ % 

resources. 

The studies which the Commission has conducted show clearly 
that the amount of federal student -^assistance has resulted in 
significant progress towards the goal of providing access to 
postsecondary education for all students, but that more remains to 
be done. In addition, projected demographic shifts threaten to ^ 
exacerbate the imbalance that already exists. 

This report examines in-depth the current federal student 
financial assistance programs; attempts to assess their impact on 
access and choice to postsecondary education 'and makes 
recommendations on how equal educational opportunity might b^ 
achieved. ( 



EXECUTIVE SUMMARY ' -T 

J ■ , ^ - -■ • 

BACKGROUND " 

The federal government provides over -$6 billion a'nnually in 
direct and i^hdireet e'ducation funds to provide access for students 
to attend a postseeohdary institution of their dhoice. This student 
financial assistance is pfimariiy authorized by the Title IV 

programs of the .Higher' Education Act of 1965. ^ 

__ __. _ •* 

To determine the effect of this financial aid, this report, by 

the Sources of Funds Subcommittee of the^ National Commission on ^ 

Student Financial Assistance, addresses the impact student ^aid ; has : 

had on access and choice, and thoroughly examines the current 

source^ of student financial assistance. The findings offer 

important insights into student assistance and point to some 

_ I' ■ ' 

interesting developing patterns. ^ 

FINDINGS , • - ■ 

Research shows that the amount of feder al . student assistance 
has resulted in significant progress towards the goal of providing 
access to postsecondary education for all students, but that, more, 
remains to be done. Although the Middle Income Student Assistance ' 
• Act (MiSAA) was very success"^ul in reaching its targeted population, 
inflation oyer the decade has effectively eliminated the increased 
resources to pay for college that the federal government intended to 
provide through - student aid programs. Inflation coupled with 
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inadequate funding of need-based prbgrains has resulted in a reaSt 
decrease in student and family purchasing power . 

This Situation was worsened by the government's failure to fund 
particular provisions of MISAA and the 1980 Higher Education 
^eridments which would have increased student aid to low income . 
students in rreai terms. 

Data show that low-income and minority students have been- ^ 
disproportionately affected by reductions in student financial 
assistance. This has occurred because funding for Peii Grants has 
been disproportionately lower than funding for the Guaranteed 
Student Loan (GSL) program. ^ , \ ' 

The Sources of Funds, Subcommittee discovered that aithoiigh 
technically Pell Grants and campus-based awards are f orw"ard-f unded?- 

the reality has been that GSL funds are committed before funds are 

_ *__ '• " ' ~ __' 

appropriated y usually resulting in these need-based programs : losing 

anticipated funds. 

Furthermore r the GSL program with its* entitlement sta^tus has 

consumed an increasii^ share of federal funds for higher education, 

'"ft : • 

producing a budgetari^ trade-off with the major student aid programs 
that are more heavily targeted oh needy students. without stating 
so, this is resulting in a student aid policy which is moving away 
from the concept of using Pell Grants as the foundation for 
educational financing. 

In addition, the subcommittee found the response to the ^ 
reductions and elimination of social security student ' benefits has 
been grossly inadequate. • ' • 
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The suBcorranifetee has concluded that without changes in stude 

aid policyr projected demographic changes will exacerbate the 
imbalance that already exists in current practices; In the next 
decade, there will be a rapi^ decline in the number of middle inc 
students and an increase in the number of low income students. 
Since trends show an increasing focus of aid tpward middle income 
students,, despite their declining numbers, the growing number of 

; f 

income students will continue to experience^ increasing inequity i 
obtaining funds if federal policy rs not changed. 
Equal Educa4:joj^aJ^Qppart4mity ^ 

The subcommittee's studies and hearings show that student ah 

_ 4 _ 

is only one factor i» achieving *the objective of qqual educat:ijOna, 
opportunity, though a very imp45i;t^ant one. in addition to directl; 
assisting students to attend postj^econdary institutions, student i 
plays an important role in creating an environment* of greater, 
educational expectations and goals. The availability of student < 
helps promote the benefits of a higher education and a national 
policy e*ncouraging collegia attendance. 

The subcommittee also found that in . analyzing the impact of 
student aid on access and choice it is important to examine exis^ 
information, barr^iers, particularly for Ibw^, income students^ / 
Student aid is of itjself necessajjy but not sufficient to assure, 
equal educational opportunity. ^ 

A set of programs^ known as TRIO, play an integral part of 
federal student financial assistance programs in achieving an equ£ 
education. These programs successfully help students overcome 



in examining work patterns of ^college stud^Tits, the; 
subcommittee found that work-study and cooperative education 
programs can contribute significantly to^ students" career . 
preparation. These programs are cost-effective for students and 
employers alike,' In addition^ the work-study program provides' the 
federal governip't^nt a source of leverage unavailable in the grant 
programs. 

In a cdmparisbh of student work patterns between 1974 and 1<^81/ 
a period of increased federal support^ the subcommittee found 
nothing to indicate a diminishing of the proportion of working 
students or a decline in the numbers of ho^iirs worked; 6n, the 

N '- _____ __» 

contrary, the subconyni ttee found more students are working more 

hours in 1981 than they did in 1974. in 1981, 40 percent of all 

full--time students reported working i This is an increase from 3ust 

.■ r 

over 37 percent of students who worked in 1974. Furthermore, an 

examination of the self-help effort required to pay for college 

between 1963 and ±983 shows an increase during this period in the. 

number of hours of work that would be needed to pay for college.* 

Private Sector 

As a source of student financial assistance, the subconuni ttee 
found that the private sector is ah overwhelmingly neglected 



★ _ _ 

See Appendix A, "index of Self -Help Effort Required to Pay 

for College. " 
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resource. Oyer 80 percent c companies with 500 to 1^000 employees 

offer tuition aid. For larger companies the percentages are even 

greater^ with 92 percent of companies with 1,000 to 10^000 and 95 

percent of companies with more than 10^000 employees having such aid. 

About $7 billion is available annually from the private sector 

for tuition assistance^ but less than $400 million isiactually Used 

each year. For the last decade between 3 percent and 5 ptercent of 

ialigible employees used their tuition aid plans. For blue collar 

employees the fate is between 1 percent and 2 percent. in other 

: _ _ ______ ___. ^ 

wbrdsr about 1.5 million employees use their tuition aid plans 

annually. 

Despite the wide availability of employment-based tuition aid^ 
the use fate has femained low. The reasons usually given for such a 
low rate are the lack of infofmation and the lack of counseling. 
Most employees do hot know they afe eligible for tuition assistance 
because educational and career counseling is usually not available. 
Student Loans 

As a soufce of funds, the subcommittee found the Guarantee'd 
Student Loan (GSL) pfogfam a very successful mechanism for I 
deiiverihg credit fof student financial assistance. As a source of 
ievefage fof aSditiohai money for student financial assistance, the 
pfogfam genef ates approximately $2 for every $1 of cost to the 
federal government." 

Ffom the borrowers perspective, the program Is very cost- 
effective, since they usually pay in real terms an effective >^ 
interest rate of close to zero, or in many cases, l3ss than zero. 
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Evaluating aii student financial assistance programs at one 
time points up the discrepancies among them. As a result of high 
subsidies in the 6SL program^ benefits to the borrower are 
substantial, actually approaching a point at which an implicit grant 
is being made to the student to induce him or her to borrow under 
the program. As other Commission studies suggest, these/' benefits 
go, on average, to higher income faftiilies, and it ds p;?obable 
therefore that one effect of the GSL prograit^^ is to negate the highly 
progressive distribution of federal subsidies uh<!%: Pell Grants. It 
is likely that the growth of .the GSt program skewed federal 
subsidies away from the disl^Svantaged , eroding .the em'bhaais on 
equalizing educational' opportunity. It should be note<i^ however, 
that these subsidies are very susceptible to econo'mic conditions. 
For instance, every 1 percent increase in the treasury-biii ^ 
increases' the cost to the federal government between $250 million 
and $300 million. 

Although^ the subcommittee found 'that middle income families 
need assistance to attend higher education institutions, they do not 
need larger effective subsidies than poorer students. 

At subcommittee hearings a variety of options were presented 
for re<3ucing costs in the Guaranteed Student Loan program as well as 
alternatives to the current student aid programs. These proposals 
are listed in the final chapter. Recommendations and Policy Options, 
of this paper. . 



Identifying Lender Restrictions 
Part of the subcommittee's charge in the examination of the GSL. 
program was to determine whether there are identifiable patterns of 
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lender discrimination. The subconuni ttee used two approaches: to inake 
this determination. 

The first approach, which did not produce any quantifiable 
data, was a survey by Touche Ross & Company of lenders of last 
resort. The study found that the infdr^iatidh avaTl^bjTe from, these 
lenders was inadequate to draw any conclusions. The second approach * 
was^ a survey by the Commission of guaranty agency directors to 
assess the extent to which guaranty agencies,, lenders and state 
secondary markets impose restrictions on GSL borrowing which go 
beyond federal regulations. 

The survey was intended to learn the perspectives of guaranty 
agency directors as to the scope of this issue. Many of the 
questions asked fbr the best estimate by agency directors as to the 
proportion of certain restrictions imposed by lenders. The 

questions did not reflect agency volume. 

- -- S 

Of the 56 questionaires sent to guaranty agencies, 53 were 
returned . 

The 49 agency directors' who reported using commercial lenders, 
believe the most common^ restriction imposed by lenders is tiie 

requirement of a previous customer relationship.. / 

* / 

The . second most common restriction by commercial lenders was 

their, unwillingness to lend to out-of-state student^ attending 

- - ; ^ ^ ' I ' -. 

schools in their state. 

The third most commonly reported restr icts-ion by commercial 

lenders was imposed on students , planning to enroll in 

less-than-two-year programs. 



[ 
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The 13 agencies that reported using direct lenders said that. 

the inost common restiction imposed on borrowers is the unwillingness 
of direct lenders to lend) to out-of-st-^e students ^ittendin^ schools 
in' their state. '.""^"^ ' ,^ ' 

Of the 24 agerit:ies that reported operating a secondary market^ ^ 
7 reported impbslng certain restrictions-. • These restrictions varied 
from minimum balance requirements to institutional default rates. 

Of the 53 agencies that responded to the questionnaire, J.7 
reported that they impose restrictions on GSLs which go beyond 
.federal regulations^ Seven agencies will not loan to bbrrowers from 
correspondence schools, three will not loan to part-time students, 
two will only loan to state residents though one of. these states has 
an agreement with ah out-of-state lender to provide loan3 to 
out-of-state students, one will not loan tb borrowers under 21 years 
of age', one will not. loan to theological institutions, one will, rt^t 
loan to stuSfehts with les^ than a "C" average^ one requires the 
borrower to be from a cei tificate/de'gree^ awarding institution/ and 
one Requires a cosigner. One agency restricts' less than full-tlnje 
undergraduate and graduate students to one-half of the maximum loan 
amount of either^ $2,500 or $5,000 per grade level, allows only 
students who are enrolled in specific five-year programs to receive 
a "fifth year" loan, and requires that after initial borrowing a 
student must progress. to a higher academic grade level fo3 an 
additional loan. i 

In response to the question, "Do potential GSLP borrowers in * 
your st^r.e have sufficient access to 'Lenders of- L^st Resort' so i 
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that the restrictions imposed by lender and/or secondary markets 
represent no major problem?" 29 agencies answered " Yesl^t3e5ini te^y ^ 
20 agencies answered "Yes^ basically no :,slgnif leant proaleros in 



access in our state," 2 agencies answere'd "No, -access to loans is 

r-v _ __ . ' __ 

restricted to some students," and 1 agency answered "No, access to 
loans is restricted to many types of .studejAs. J 
RESOMMENDATIONS 



AGHiEVING EQUAL EDUeAT#5NAL (3PP0RTUNiTY 
o A LARGE FEDERAfi GRANT PROGRAM SERVING LOW-INCOME STUDENTS, SUCH 

As THE; PELL GRANT PROGRAM SHOULD BE CONTINUED AND EXPANDED, 
; CONSISTENT WITH THE FUNDING LEVELS FOR, OTHER FEDERAL STUDENT AID 
^PROGRAMS. FUNDING FOR THE PROGRAM SHOULD MORE ACCltRATELY REFLECT 
THE CURRENT COST OF ATTENDANCE FACED BY STUDENTS. THE COMMISSION 

-4.1 

* s ■ 

BELIEVES THAT THE CONTINUED EXISTENCE OF THE PELL GRANT PROGRAM 
IS ESSENTIAL IF LOW-INCOME AND MINORITY ACCESS TO POSTSECONDARY . 
-llTSTITUTIONS IS TO BE MAINTAINED. THE COMMISSION ALSO RECOGNIZES 
THAT FUNDING FOR PELL GRANTS OVER THE PAST SEVERAL YEARS HAS NOT 
BEEN SUFFieiEKT TO A^^COUNT FOR HIGH INFLATION AND ^ REDUCTIONS IN 
OTHER STUDENT AID PROGRAMS.^ ' 



o CAMPUS-BASED GRANT AND WORK-STUDY PROGRAMS SHOULD BE -CONTINUED 
AND EXPANDED, CONSISTENT WITH THE FUNDING LEVELS FOR OTHER 



FEDERAL STUDENT AID PROGRAMS. FUNDING FOR THESE PROGRAMS SHOULD 

v» 

MORE ACCURATELY REFLECT THE CURRENT COST OF ATTENDANCE FACED BY 
STUDENTS AND SHOULD CONTINUE TO BE TARGETED TO LOW-INCOME AND 
MINORITY STUDENTS TO HELP MEET UNMET NEED. 



- 45 . 

The State Student incentive Grant (SSIG) prograrti is being 
examined by the ApproEiriate "Balance subcommittee. 



o MORE EMPHASIS SHOULD '"BE PUT ON WORK PROGRAMS LIKE COLLEGE 

WORK-STUDY AND COOPERATIVE EDUCATiON AS SOURCES OF STUDENT ■ ' 
FINANCIAL ASSISTANCE. SlMlLlARLY, MORE EMPHASIS SHOULD BE PUT 
THE PRIVATE SECTOR. THE PRIVATE SECTOR CAN PLAY A PARTICULARLY 
IMPORTANT ROLE BY PROVIDING BOTH EMPLOYMENT FOR COOPERAl-IVE 
EDUCATION RECIPIENTS AND EMPLOYMENT-BASED TUITION^ AID. 
NON-FEDERAL ASSISTANCE IS WELCOMED AND FURTHER GROWTH OF THIS 
TREND IS ENCOURAGED, 
o FUNDING FOR TRIO PROGRAMS SHOULD Be' MADE AVAILABLE TO AN 

INCREASED PROPORTION OF ELIGIBLE STUDENTS AND THE ROLE OF HIGH 
SCHOOLS AND POSTSECONDARY INSTITUTIONS IN MEETING THE NEEDS OF 
TRIO RECIPIENTS SHOULD BE INCREASED, 
o POSTSECONDARY FINANCIAL AID INFORMATION SHOULD BE CONVEYED TO 

.4 

STUDENTS BEGINNING IN THE NINTH GRADE, 
o RULES GOVERNING THE TIMELY NOTIFICATION* OF STUDENT FINANCIAL 

ASSISTANCE MUST BE OBSERVED. ESTABLISHING STABILITY IN STUDENT 
FINANCIAL ASSISTANCE PROGRAMS SHOULD BE A LEGISLATIVE GOAL AND 
THE ENACTMENT OF A MASTER CALENDAR WOULD BE A STEP IN THIS 
DIRECTION. 



RESOLVING CONTRADICTIONS OF FEDERAL PUBLIC 'ASSISTANCE AND COLLEGE 

\ 

OPPORTUNITY POLICIES 
o FEDERAL PUBLIC ASSISTANCE PROGRAMS, SUCH AS AFDC, FOOD STAMPS, ' 
MEDICAID, AND PUBLIC HOUSING SHOULD BE REVIEWED BY CONGRESS WITH 
AN EYE TO eliminating' VARIOUS EXISTING DISINCENTIVES FOR 
UNEMPI D AND POOR PERSONS TO RECEIVE RETRAINING AND EDUCATION 



TO ASSIST THEM IN REENTERING THE WORKFORCE. BEGAUSE OF THE 



FUNDAMENTAL CHANGES OCCURING IN THE STRUCTURE OF OUR ECONOMY 
THE REMOVAL OF^SUCH 'DISINCENTIVES IS ALL THE MORE IMPORTANT. 



STUDY UNDERTAKEN FOR THE COMMISSION AND INCLUDED IN APPENDIX B 
TO THIS REPORT SUGGESTS SOME OF THESE SPECIFIC DISINCENTIVES 
AND REMIDIES FOR THEM. 



2u ' 
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LEGiSliAf IVE CHARGE 

f 

The research'of the Sources of Fund Subcommittee was undertaken 
in response to the legislative charge of the National Commission on 
Student Financial Assistance contained in Public Law ^6-374, Section 
491,. The subjects that were assigned to the Sources of Funds 

• Subcommittee for study included: 

.A 

o an examination of the adequacy and availability of capital 
for student aid programs from current sources; 

o an examination of existing and alternative sources of funds 
and the cost of providing such funds; 

o an examination of the most cost efficient method of 
providing funds for college work-study, loans and grants; and 

o a determination of the effect of federal student aid on 

access and choice in the selection of and attendance at 

_. • *\ . . .. ... * 

postsecondary education institutions. 

COMMISSION STUDIES 

^ Th^Sources of Funds Subcommittee of the National Commission on 

Student Financial Assistance concentrated on the impact student aid 

has had on access and choibe to attain a postsecondary education. 

To accomplish its task, the subcommittee cbimnissiohed several 

studies and conducted public hearings. In the area of access arid 

choice Applied Systems Institute completed three studies for the 

Commission. They were: "Changing Characteristics of Student Aid 

Recipients: 1974, 4^81," "Changes in College Participation Rates and 
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Student Financial Assistance: 1969^ 1974^ 1981" (which included an 
analysis of the effects of inflation on aid) and "Work Patterns of 
Fuil-Time College Students in 1974 and 19^81." 

David Paul Rosen^ and Associates examined the effects of phasing 
but social security student benefits and examined existing 
contradictions of federal public assistance and college opportunity 
jpolicies. ' 

The subcommittee commissioned the accounting firm, Touche Ross 
& Company, to conduct a thorough analysis of the Guai;^anteed Student 
Loan program. Thi^ study included a breakdown of borrower and 
federal costs associated with the program as well as a description 
of the different flows of capital in the program. 

The subcbmittee also conducted a survey of guaranty agencies to 
determine whether identifiable patterns of lender discrimination 
exist. 

SaBC(3MMITTy!R HEARfNGg 

The Sources of Funds Subcommittee conducted four hearings, 
which provided additiohai research and helped the subcommittee gauge 
the accuracy of their commissioned studies; 

The first hearing was held on December 7, 1982 in Boston, 
Massachusetts. The subcommittee heard testimony from educators, 
students, financial aid officers, and guaranty agency 
representatives in ah attempt to set its goals and research agenda. 

The subconunittee * s second hearing was held oh February 7, 1983 

- ^- — - ' ■ 

in Chicago, Illinois. Testimony wds based on a report by the 



' Applied Systems Institute oh the impact of student financial j 
assistance on access and choice. Witnesses included high school 
guidance counselors and students^ college student^^ representatives 
from all sectors of the higher education eommuni ty^ , financial aid 
administrator Sf educators and equal opportunity program 
administrators. 

The sufcjcommittee* s third hearing was held on April 4, 1983 in 
Washington^ D.e. Witnesses at, this hearing discussed the Touche 
Ross & Company report which thoroughly examined the Guaranteed 
Student Loan program. Testimony was heard from' guaranty agency 
representatives/ Department of Education officials and loan analysts 

The final subcommittee hearing was held on April 25) 1983 in - 
Washington^ B.C. At this hearing aiterriative and supplemental loan 
and-\: educational financing optioHs were discussed." 

DESeRiPTiON OF CURRENT S GHRgES QF FHNBg * # 

r ' 

Bell Grants Pragram. (former ly the Basic EdQcation^Qpportuni^y^^ant) 

Prior to Guaranteed Student Loans becoming need-based^ the Pell 
Grant Program was the largest of the federal student need-based aid 
programs in terms of both dollars appropriated and the number of 
students served. Authorized in 1972 under Subpart 1 of Part A of 
Title IV of- the Higher Education Act of 1965^ as amended^ it is 
designed to assist needy students to continue their education beyond 
high school^ and attempts to provide students with a "floor" of 



The appropriation figures and the estimates of recipients 
cited in this section were^ provided by Pat^S^ , Office 

of Legislative Analysis^ American Council on Education. 
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financial aid to Help defray the costs of postseebndaf y educatibni 
The amount of each grants which need not be repaid^ is detefmihed by 
the student's need and the cost of attendance at a particular 
school. Previously limited to four year a; eligibility for Pell 
Grants was extended by the Education Amendments ^ 1980 to the 
period required for cbmpletiort of the first undergraduate 
baccalat/reate course of study^ including any periods of noncredit or 
remedial study required by the institution^ Students must be 
enrolled at least half-time to receive a Pell Grant, XSraduate 
students are not eligible foi the program^ 

The authorizing legislation establishes; maximum awards in tSe 
program and the percentage of cost of attendance that the grant may 
cover at an institution. The following chart describes this ^ 
relationship. One should keep in mind that why.e the amounts 
indicated' have been authorized by Congress^ actual appropriations 
for each year may be substantially lower, which would affect the 
maximum award and the cost 6f attendance percentage; For instance, 
although the maximum award author ization for 1982 is $2/190 the 
actual maximum award for the 19 82 academic school year was $1/800, 

Autfeorized-MaLxintuni Pell Grant 
Award Year Maximum Award Percent of Cost of Attendance 



1981-82 $1/900 ^ 50% 

±982-83 2/100 55 

1983- 84 2/300 60 

1984- 85^ 2/500 65 
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1985-86 2/600 . 70 
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f in the event that appropriated funds are insufficient to pay 
full entitlements under the Pell Srant program^ a reduction formul< 
is used to reduce^"«^rds to accommodate the appropriatipn^ This 
formula is intended to provide pro tection for low income students. 
In addition^ the Secretary of Education has the author izatibn to 
waive certain provisions in the law to reduce costs. 

The appropriation level of Pell Grants in fiscal year 1982 was 
approximately $2.5 billion. It is estimated that this served 
approximately 2.4 million students from families hav.in§ incomes of 
approximately $25^000 and below. . ' 

Suppleme^^J^ Educa ^i^n^l Opportunity Grant Prdgram {SEQ6) 

The SEOG Program is available to qualified undergraduate 
-Students^ with demonstrated financial need who meet the general 
eligibility requirements discussed under Pell Grants above. Along 
with thfe Coiiege Work Study and National Direct Student Loan (NDSL) 
programs, ^ SEGG is one of the caihpus-based federal student assistance 
programs. 

Eligible students may receive up to $2,000 for an academic 

year. Students may not> however,! receiv^^^ess than $200 unless the; 

are enrolled for less than an aca,demi€ .year , in which case the 

minimum payment must be reduced proportionally. A student may 

receive supplemental grants during the period required for the 

completion of the first undergraduate baccalaureate course of 

_ _ ' 

studyi The Education Amendments of 1980 eliminated the cumulative 

maximum of $4,000 and the matching provision which limited SEOG to 

one-half the amount of financial aid provided to a student. 
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Institutions are encouraged by law to use College Work-Study ' . 
employment to complement student educational programs to the maximum 
extent possible. 

Institutions may at their discretion use up to 10 percent of 
their College Work-Study allocation for less than half-time 
^ students. While working hours are generally limited to 20 hours per 
week while classes are in session and 40 hours per week during the 
summer and vacation piriods, institutions are free- to set their own 
limits on working hours. Hp to 80 percent of the student's wages 
are paid by the institution's federal CWS allocation and the 
remaining 2G percent, plus additional employer costs, are paid by 
the school or the off-campus employer. Work-Study students may be 
paid at variable fates depending on the type of work performed and 
the skills and experience necessary to perform the job. However, 
since October 1, 198^0 > no student employed under the College 
Work-Study program can be paid any wage that is less than the 
current federal minimum wage as mandated by Section 6(a) of the Fair ^ 
Labor Standards Act of 1938. 

The Education Amendments of 1980 hold harmless institutions at 
their 1979 level of expenditures unless there has been a substantial 
decline in enrollment at the institution. Another one of the 1980 
pfovi.^^ions allows institutions to carry forward or back up to 10 
percent of their CWS allocation each year. Institutions may also 
transfer up to 10 percent of their CWS allocation for use in the 
SEOG Program without prior approval from the Department of Education. 
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The appropriation ievei of ewS in fiscal year 1982 was $528 
iriillioh^ which served approximateiy 880,000 students, - 
The National Direct Student Loan- (NDSL) 

The oldest of the major federal programs, the NDSL Program 

(formerly National Defense Student Loan) provides a long-term, 

_____ __ 

low-interest loan with certain deferment and cancellation provisions 

\ 

available. The rate of interest on an NDSL Was established by 

: "il _ _ N 

Statute at 3 percent until July 1, 1981. Interest rates have been 
increa-sed twice since this date to a current rate of 5 percent. As. 
in other federal student aid programs, the- funds must be used solely 
to meet educational and^related expenses. Students must ehfoij a^ 
l<?ast ha:^f-time at an eligible school, and they must demonstrate 
f-inancial need in. order to receive^^he loan. Students may borrow up 
to $2,500 for the first two years of an undergraduate program, to a 
cumulative maximum of $5,000 for an undergraduate course of study, _ 
Graduate students may borrow a maximum of $lb^^OOO, less any am^nt 
borrowed as an undergraduate. 

The maximum repayment period for the loan is (ten year s^::'af ter a - 
grace period of six monthly, except that 'low income individuals may'' 
have their repayment period extended up to an additional ten years 
if certain circumstances warrant the extension. There is a minimum 
monthly repayment of $50 required although deferments bf up to three 
years are available with a six-month grace period aftej: the 
defermentV - . 

Participating institutions are responsible making and in 
most instances collecting the loans and are required to match 
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one-ninth of the federal share on most loans. Collectea loans 
provide funds for the institution's revolving fund which are tfieh 
us^^d to make additional loans. Institutions are also required to 
provide certain loan information to borrowers.' 

The apipropriation le^el of NDSL in fiscal year 1982 was $178.6 
million^ which^ with the institution's revolving fund,)served 
approximately 965^660 students. 
Stat e Student -^nc^ntive -Gra nt Pr ogram (SSIG) 

The State Student Incentive Grant Program, was created to 
encourage the establishment and expansion of state scholarships to 
undergraduate postsecondary students with substantial financial 
_ need'.x^ SSIG operations vary from state to state according to the 
size j^d maturity of scholarship programs mapaged by the individual 
states. Because of ^the wide variations in state programs, student 
inquiries about SSIG^and other state scholarships are normally 
directed to the state scholarship 'agency or to the financial aid 
office at the school the student plans '"to attend. 

SSIG awards are available for both undergraduate and graduate 
students. The maximum award is $2,000 per academic year which is 
reduced for less than full-time attendance. Institutions may^ with ^ 
the approval of the state agency, use any proportion of the jjayments 

received in any fiscal year for less than half-time students who are 

1 _ , . _ . . . _ . . . . _ ... . \ 

otherwise eligible. While the same general eligibility criteria 

apply for S$1G that apply to other federal student aid programs, the 

states have the flexibility of determining eligibili-ty standards and 

establishing lower maximum awards in view bf their own fiscal and 

constitutional restraints. 

' : . , Si) ' 



ERIC 



-22- 



fhe 1989 Education Amendments hold harmless states at their 

1979 federal funding level under the SSICJ program. The legislation 

also establishes a maintenance of effort requirement that requires 

' . . ^ • / _• _ 

stains to maintain their programs at the annual aggregate level of 



the preceding three fiscal years for the average annual expenditure 
per fuii-time equivalent student for the. preceding three years. 

The appropriation level of SSIG in fiscal year 1982 was $73.7 

million^ which served approximately 300^000 students* 

9 

guaranteed- Student Loan Prdgr am -^GSL) 

The Guaranteed Student Loan Program is a federal program that 

assists students in securing 16ans to finance their postsecbndary^ 

education. Under this progijam, no loans are actually made by the 

federal government. Instead^ the loans are made by a variety of 

lenders,, and in turn are guaranteed by the federal government. In 

addition, the federal government provides incentive payments to 

lenders to encourage their participation in the program, and it 

makes interest subsidy payments on behalf of students until*^ those 

students begin repaying their loans; 

Very little information ^on those who borrow under the 

Guaranteed Student Loan program is readily available. More than 3.5 

million students sectored Guaranteed Student Loans in fiscal year 

19^2. More than 90 percent of these loans were made by banking 

institutions and: credit unions. The average size of these' loans wasi 

$2,217. in fiscal year 1982, graduate students comprised an 

estimated 20 percent to 25 percent of borrowers; they borrowed' more 

than 30 percent of the total GSL fund&. 
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The vast majority of Guaranteed Student Loans are guaranteed by 
guaranty agencies that administer the GSL Program. These agencies 
are then reinsured by the federal government f6r loans made under 
tlieir auspices. Guaranty agencies also play a major role in rv 
locating capital to finance new loans. 

A major participant in the program has been the Student Loan 
Marketing Association (Sallie Mae). Created by Congress in 1972, 
Sallie Mae provides a secondary market for GSL lenders. This 
enables lenders to exchange their student loan holdings for cash or 
short-term assets. Sallie Mae has grown rapidly in terms of the 
size of its holdings. 

The rules governing the Guarainteed Student Loan prograra have 
changed over the yea^s. The current rules of the Guaranteed Student 
Loan program are described below: 

Borrower 'gibilit y. All students with family incomes^below 
$30,000 are eligible for Guaranteed Student Loans up to the maximum 
amount. Students with family incomes above $30,000 are eligible 
only to^ the extent of their "remaining need" based on a comparison 
of costs and resources available to the student--including an 
expected family contribution--ai? documented by the college financial 
aid officer. In short/ under the new rules, families with incomes ' 
above $30,000 will no longer be able to substitute a GSL- for what 
they ^are expected to contribute to the student*s education cost. 

interest Rates . The interest rate for: Guaranteed Student Loans 

W _ 

is 9 p^erceht. Those who borrowed prior to January 1981 are still 
eligible for the 7 percent rate charged previous to the passage of ^ 
the 1980 Higher Educatf.on Amendments. 
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Maximum? Loan Amounts . Undergraduates may borrow up to $2,500 




annually, and ^i2, 500 cumulatively. Borrowers enrolled in graduate 



or professiojiai programs may borro'w up to $5,000 annually, and their 
overall borrowing. limit (for both undergraduate and graduate/ 
prof essional ioansy ^is $25,000. At the discretion of the Secretary 
of Education, the $25, dbp limit may be raised for groups cftf graduate 
or professional students with exceptionally high cos :s ' ot 
attendance. Borrowing in other loan programs such as the National 
Direct Student Loan Program does not affect these limits. In order 
to* reduce the number of small loans (generally less profitable and 
therefore less attractive to lenders) that might result from 
imposition of a needs'test, the 1981 legislation also provided that 
students with financial need of more than $500 but less than $1,000 
qualify for a minimum $1,000 GSL. 

Or X gjjiat ion ge^ . To achieve additional cost savings, the 1981 
budget reconciliation legislation also authorized an origination 
fee. Lenders must deduct 5 percent of the face value of a loan 
prior to disbursing the proceeds to the borrower. This discount 
serves as a direct offset against federal obligations to lenders 
under the program. 

Tiie GSL program is an entitlement program, which means the 

government is obligated to meet its share of payments on all loans 

f 

made to all eligible borrowers. 

The Appropriation level of the GSL program in fiscal year 1982. 
was approximately $3 billion, the progiram enabled more than 
3 million students to borrow approximately $7.7 billion in 1982. 

■ 32 
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Appropriations vary each year def^ending on interest rates/ loan 
volume and default rates. More than 90 percent of this years- / 
program costs funded loans made in previous years. 

Recently^ a hew federally sponsored loan program has been 
created. Established by Congress in 1986 and modified in 1981/ the 
PLUS Loan Program (technically named Auxilary Loans to Assist 
Students) offers higher (1^ percent) interest loans to parents^ 
independent undergraduate students andjgraduate students. No 
in-school interest subsidy applies to fthese loans whibh are 
disbursed through nonfederal lenders. Repayment of PLUS loans 
begins eo-days after disbursemehc except for fuii-time students who 
must pay only the interest at that time. Currently/ the PLUS 
Program offers loans in only a limited number of states. 
TRIO 

There are currently five TRIO programs/ each of which serves as 
a mechanism to help low income and minority students advance. By 

law, two-thirds of the" students served by these EJrograms are 

- . _ < _ _ ' 

required to be from families where neither parent has received a 

baccalaureate degree and where total taxable income is less than 150 

percent of the poverty leve?:. These programs provide eligible 

students with counseling, information and supportive services. 

The appropriation level for the TRIO programs in fiscal year 

1982 was $150.2 million, which served approximately 506,000 

students. Only approximately 3 percent of all eligible >reeipients 

applied for the funds. 
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CHANGING CHARACTERISTICS OF STUDENT AID RECIPIENTS 

A study conducted "^by Applied Systems institute traced changing 

characteristics student aid recipients £rorn 1974 to ±981. The 

analysis of this study of freshmen students was based oh parental 

income and educational attainment^ race and ethnicity ^ and gender. 

Family income for 1974 was restated in 1981 dollars. Ajnong the 

study's findings were: 

The ^Middle income Student Assistance Act of 1978 had a 

significant impact on the characteristics of students who were 

_ _ _ 

receiving aid in 1981 compared to those in 1974. 

Black and Hispanic students gained less from legislated changes 
in the student aid programs than did white studentst 

Minority students were significantly less likely to participate 
in the Guaranteed Student Boah program than were white students. 
Minority students were more likely to participate in the Pell Grant 
program than were white students. Given infiatiohr awards made 
jJTuieT Pell Grants declined in real terms between 1974 and 1981. 
Thusr higher income students (generally white students) gained more 
from the legislated changes than did lower income students (more ^ 
often black or Hispanic students) . 

Specifically, the study found the following changes had 
occurred between 1974 and 1981: 

o Student aid became more concentrated on freshmen from 
families with over $20/000 in income (ail dollar amounts are in 
'constant 1981 dollars) . \ . 

The percentage of aided students from higher income 
families doubled (21 percent to 43 percent) from 1974 to 
i98ii . 

ERIC ^ 
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For white students/ the proportion receiving aid 
rose from 20 percent to 42 petcent (+113 percent). 
Fof black students^ the proportion aided went from 
44 percent to 51 percent (+18 percent) . 
White student aid recipients were more likely to have 
family income over $20^000 than under $20^000. 
in 1974/ 59 piercent of recipients had family , 
incomes of over $20/000. 

In 1981/ 63 percent (+9 percent) of recipients had 

family incomes of over $20/000. 
•Black student aid recipients Were more likely to have 
family income under $12/500 than over $12/500. 

In 1974/ 51 percent of recipients had under $12/500 

in family income. 

In 1981/ 57 percent (+12.8 percent) of recipients 
had under $12/500 in family income. 

; _ _ __ ... . _ _ _ _ _ 

o Guaranteed Student Loan participation increased 259 percent 
between 1974 and 1981. 

Higher income students were more likely to participate in 
the GoL program than were lower income students. 
Approximately 25 percent of. all Students received GSLs by 
19 81. 

6 Pell Grant freshman participation rates increased 48 percent 
between 197? and 1981. ' 

Lower income students were more likely to participate in 
the Pell program than were higher income. 



* ftpproxiinateiy 25 percent of all students received Pell 
grants by 1981i 

o eampus-based student aid participation rates changed little 
between 1974 and 1981^ except? 

Higher income students received* more of the moderate 
funding increases' than did lower income students. 
Black participation in the National Direct Student Loan 
program declined 19 percent. 

White participation in the Supplemental Educational 
Opportunity Grant program declined 75 percent, 
o Other student characteristic.*?; such as gender arid parental 
educational attainment^ changed very little between 1974 and 1981. 

The percentage of women receiving aid increased at a fastei 
rate than did the rate for meni 

The effect of parental education tended to be- similiar to 
the effect of family income^ but not as pronounced. 
Limitations 

The data are exclusively from freshmen. Other research 

indicates more borrowing from upper division students. 

The examination of student aid recipients by their families* 

« 

income is limited to dependent students. Dependent freshmen 

comprised 93 percent of all freshmen sampled in 1981. 

All financial data are self -reported and provide the only 

information on the family^ sex and race characteristics of 

individual students. 
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Aithough this study did not include proprietary students the 
Gommission* s recently completed student aid recipient survey of 
proprietary students examined this issu^e.* 

Ba± icy- Jmpll aa4 ions 

_ _ _ _ _ V 

The Middle Income Student Assistance Act was very successful in 
reaching its targeted population, ^ 

Although authorization legislation has addressed the concerns 
of low income students^ actual appropriations have focused on middle 
inpome students^ often reducing the amount of aid avaiiabie to low 
income students. Additional ■ insight on this issue is gained through 
the study, "Changes In College Participation Rates and Student 
Financial Assistance 1969, 1974^ 1981" (Applied Systems Institute) 
analyzed in the next chapter. 



This study found that in 1981-1982 about half the aid 
recipients in, proprietary schools were 21 years old or less; about 
seven in ten were under the agfe of 26. The great majority (83 
percent) were not married. Most attended class for at least 5 hours 
each day. Over half the aid recipients at cosmetology, secretarial, 
and business schools were from _ethnic minorities. Among dependent 
students, 38 percent reported family incomes of less than $8,000 per 
year^; 58 percent reported family incomes of $14,660 or less. Among 
independent aid recipients/ 

77 percent had incomes of less than $8,666 a year . Women acc0unted 
for 50 percent of all aid recipients, though men were in the 
majority among recipients at ;trade and technical schools. 

About 90 percent of the _i98i'Ti9S2 aid recipients at proprietary 
schools received some form of heed-based aid. Those receiving 
heed-based aid were more likely than those receiving non-need-based 
aid to. be single women from low-income backgrounds. in addition, 
54 percent of need-based aid recipients, but only 21 percent of 
non-need-based aid recipients were minority students. 

Further analysis of proprietary students is being conducted by 
the Commission* s Apg)ropr iate Balance Subcommittee . 
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Reductions in student aid disproportionately affect low income 
and minority students. 

Funding for Pell Grants has been disproportionately lower than 
funding for GSL. 

Although technically Pell Grants and campus-based awards are 
f orward-f urided y the reality has been that GSL funds are committed 
beforfe funds are appropriated^ usually resulting in the need-based 
programs losing anticipated funds. The GSL with its entitlement 
status is consuming an increasing share. of federal funds for higher 
educationr producing a budgetary trade-off with the major student 
aid programs that are more heavily targeted on needy students. 
De facto, current student aid policy is moving away from the concept 
of utilizing Pell Grants as the foundation for educational financing. 
-5 



^Lawrence E. Gladieux, "Testimony before the. National 
Commission on Student Financial Assistance," April 4,V1983, p. 3 
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ll. RESEARCH^ FINDINGS AND PUBLIC COMMENTS 



RESEARCH FINDINGS 

_ _ _ _ } 

Changes in College Participation Rates and Student Financial 

Assistance 1969^ 1974^ 1981 --This research was conducted by Applies 

Systems Institute, 

This study traces changes in student participation in higher 
education and in the federal aid students receive. Its purpose was 
to determine the effect of federal student assistance on access and 
choice. The federal aid programs analyzed were: 

Pell Grants 

Supplemehtal Educational Opportunity Grafts (SEOG) 
Guaranteed Student Loah^ (GSL) 
National Direct. Student Loans (NDSL) 
College Work Study (CWS) 

Changes in the patterns of student enfoiiments in total, by 

income, dependency status> gender, race and age are related to the 

distribution of awards made under the federal aid programs. The 

analysis examines participation in postsecohdary education for the 

years 1974 to 1981. : 

The major findings on changing participation rates^etweeh 
1974 and 1981 are: 

^ ' o Participation rate'^s for :all students 18 to 24 had 

increased. The participation rates for older students had 
increased even more (see Figure 1) » 

b The participation rates for dependent students age< 
18 to 24 held steady as did the part icipation rates for 
iridepehdejDt students in the same age group (see 'Figure 2). 

o Participation rates for dependent students in the'"'^ 
lowest income categories (under $7,500) fell more sharply 
than any other income* group. 
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FIGURE 2 



Participation Rates of Dependent and Independent Students 

by Income 
1974, 1981 
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o The participation rate of .lite students Was up 
more than that of :blaclcsr Which still showed a modest 
improvement (see Figure 3) . . 

o The participation rate ofwomen was up^ while that 
of men was abotjt the same as in 1974 (see Figure 4) . 



Data collected from entering^ freshman indicate the 
following changes: 

o The probability of the lowest income studen'ts 
receiving an award has not changad appreciably since 1974 r 
but higher income groups showed an increase in their 
Probability of receiving an award. T-^e higher the income^ 
the greater the increase in probability - (see Figure 5). 

6 Low income .students were more likely toTeceive a 
smaller award in 19.81 than they were in i974. Students in 
the $12 f 500 and above income categories were more likely to 
receive a total award exceeding $1^000 in 1981 than they 
were in 1974. Low-income students were also more likely to 
receive an_award of less than $1^000 in 1981 than was the 
case in 1974. In 1981^ the ove^;-$46 ^ 000 family income 
group that received aid was likely to receive an award 
between. $2,000 and $3,000 in 56.9 percent of the cases, 
primarily in self-help awards such as loans (see Figure 6). 

o The proportion of students receiving a grant 
increased by 40 percent^ between 1974 and 1981 while the 
increase for self-help awards was up 126 percent^ 

b The number of white students receiving financial 
aid increased at a rate of Si 5 times the number of blacks. 
Still, blacks were more likely to receivie an award in 1981. 

6 Blacks were more likely to receive d smaller award 
xn 1981 than they were in 1974; whites were more likely to 
receive a larger award in 1981 than they did in 1974. ^ne 
cause for this decline may be the significant increase in 
two-year college enrollments experienced in the 1970s, 
particularly among low-income and minority students. 
Between 1974 and 1980, enrollment at two-year schools 
increased 99 percent; during the same per iod , enrollment of 
uncier graduates at four -year institutions increased only 12 
percent. Accordingly, by 1978, a black cbll^g^ student. Was 
20 _ percent more likely to be _ enrolled in a two -year _ college 
than a white student; a Hispanic student was about 60 
percent more likely to attend a two-year college (see 
Figure 7) i 

o Men and women had the same shares of jstudent aid in 
1974. Womert increased their share . slightly in 1981. 
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Partici-patioh Rates of Depenaents - by Race 

by income 
1974, 1981 
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38.3 
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61.7 
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+3.1 
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Undefined 
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+8.7 
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26.3 


' +50.3 


Total 
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Source: CPS^ 
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FiGURE 4 ■ • 
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27; 4 
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FIGURE 5 



Percent Aided by Income: Total Award 
1974, 1981, 



Income 
Ca tegciry 



1974 



1931 



Source: Freshihan Norms: lWTT', 198 1 



% Chanjge 



$ 0-6 


6 9.8 


- 


67.30- 


-3.6 


6.0 - 12.5 


49.13 




65.47 


■ ' +33.3 


12.5'-> 20.0 


42.34 


58.05 


+37. 1 


20.0" 30.0 


32. 17 




50.77 


+51. i 


30.0 - 40.0 


22.73 




42.77 


+88.0 


40.0 + 


10.24 




31.53 


+207.9 


Independent 


33.83 




54.17 


+60.1 


Mo ?leply 


13.51 ; 




30,9l\ 


+123.5 


Total 


" 28.21 




47.24 / 
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FIGURE 6 



Distribution of Total Award by income and size 

1974, 1981 



Income $1- 
eategory Year 999 



1,000- 
1,999 



ftward Size 

2,000- 
2,999 



$ 0- 


1981 


30. 


8 


30. 


7 


5,999 


1974 


18. 


1 


35 . 


4 


6,000- 


1981 


29. 


7 


28. 


2 


12 , 499 

■ > 


1974 


26. 


2 


3 1 


4 


12,500- 


1981 


28. 


4 


25. 


4 


19,999 


1974 


30. 


2 


29. 


4 


20^000- 


1981 


23. 


5 


24. 


9 


29^999 


1974 


30. 


2 


27. 


1 


30,000- 


1981 


1.7. 


4 


24. 


6 


39,959 


1974 


29. 


2 


24. 


4 


40,000 


1981 


12. 


8 


22. 


0 


Pius 


i974 


28. 


2 


21. 


6 


Inde- 


1981 


28. 


2 


26. 


8 


pendent- 


1974 


26. 


2 


29. 


6 


No 


1981 


26. 


1 


25. 


7 


Reply 


1974 


28. 


1 


29. 


8 


total 


1981 


24. 


1 


25. 


6 




1974 


27. 


7 


28". 


5 



17, 
19, 



19.0 

•19.2 

23.9 
18.8 

33.4 
19.5 

.4 4.8 
20.6 

56.9 
19.8 

24. 2 
18.6 

34. 4 
19. 1 

32.5 
19.2 



3>000- 
4,999 



17.9 
17.3 

20.4 
16.5 

19.8 
16.1 

16. 2 
17.5 

11.7 
19.8 




5,000 
Plus 



2.7 
9.3 

2.8 
6.7 

2.5 
5.6 

1.9 
5.8 

1.5 
6.1 

1.0 

.7.5 

2.4 
8.1 

1.5 
6.1 

2. 0 
6.8 



total 



100.0 
100.0 

100.0 
100.0 

100.0 
100.(9. 

100.0 
100.0 

1^0.0 
100.0 

100. a 
100. .0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 



Source>^5'reshman Norms: 1974, 1981. 
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$ 1 - 999 


29.4 


23.02 


-21.70 


21.18 


29.84 


+40,89 


i/000 - 1,999 


24.77 


27.33 


+10.34 


32.17 


30. 18 


" -6.19 


2,000 - 2,999 


19.62 


35.24 


+79.61 


18.93 


19.23 


+ 1.58 


3,000 - 4,999 


15.17 


17.98 


+18.52 


18.34 


17.26 


-5.89 


5,000 + 


5i93 


1.79 


-69.81 


9.38 


2.85 


-69.62 



source: Freshman bJorms: 1974, 1391, 
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^ 6 The number of two-year public college students 
^ increased more in the proportion aided than any other 
sector. They were closely followed by students in the 
four-year private sector. Students in the private sector 
were still more. likely to receive assistance in 1981 than 
were public college students (s-^e Figure 8) . 

The Bffects of infla^j^-on-Student add^oli^ — This research 



was conducted by Dr. Garol Frances i 




Data collected for^ the Applied System institute study examining 

\the effects of inflation by Dr. earol Frances show: 

b Because inflationary increases in the cost of 
living ijave exceeded the value of monetary income since the 
ea^^ly 1970s r the real purchasing power of family income in 
the United States has actually decreased. 

6 Inflation combined with recession in recent years, 
has led to greater inequality in the distribution of family 
incomer as measured in constaht_1981_dbllars« Thenumber 
of low income families that needed student aid programs to 
send their children to college ^actually increased in the 
last ten years. From 1973--the year in which there were 
the fewest number below the poverty line--to 1981^ the 
number of poor families increased by over two million or 
more than 40 percent. 

6 Tuition as a share of discretionary income has 

increased drastically . Tuition is estimated .to have risen 
from under one-third to over two-thirds of discretionary 
income in the last decade for the median family income. 

6 The discretionary income available to black 
families is lower than the discretionary income available 
ta white families. 

b While the aggregi^te amount of student, aid appears 
tC5 have incrq^sed substantially fiom 1972 to 1982? the 
amount of the average award has not increased as fast as 
the tuition paid by each student. Consequently ^ inflation 
^ 'has wiped put almost all of _ the_ dollar value of student aid 

- awarded and left students? particularly those without aid? 
with increasing difficulties in paying for college. 



o inflation and high interest have drawn a 

substantially increasing share of student aid dollars away 
from the actual educational process to pay for staggering' 
increases in the cost to students of borrowing to finance 
their education. 




FIGURE S 



. Percent of Students Aided by 
Institutional Type and Control 
1974, 1981 



Institutional 

and Control i974 

2 Year Public 23.58 

2 Year Private 40.73 

4 Year Public 25.48 

4 Year Private " 33.24 



1981 
44.31 
57.21 
42.62 
60.34 



I -Change 
+8r.9 ^ 
+40.5 
+67.3 
+81.5 



Source: Freshinan~No rms : 1974, 1981 



i 



40 



-42- 



CbhclQsibhs 

The findings from the^ASI report and conclusions reached in the 
Prances inflation study suggest ttiat federal financial assistance 

_ ... ■ . : _. _ . _. \ 

may indeed affect access and;;iChoice\. The strongest relationship in 

the data is between the decline^ in college-going participation and • 

. -7--:_^ _-".-\ 

in the number and size of student aid awards among lower income 

v_ dependent students aged 18 to 24 between\l974 and 1981. This ^ 

_ ± ._ v_ 

relationship is consistent with the fact that lower income famiMes 

lost more purchasing power than did higher income families. 

The complementary finding to this decrease in aid to lower 

income students is the increase in aid received by higher income 

students. Once again^ this finding is 'consistent with the fact 

that, in general, the higher income groups i^ustained their 

participation rates somewhat better than did the lower ihcome groups. 

It is important to remember that the lowest ineom^^ students 

were still more likely to receive aid than other income groups, but 

that the gap narrowed between 1974 and 1981. A large part of the 

increase in aid for middle income students and upper income students 

was in the form of self-help. Lower income students received more 

self-help aid, but still relied largely on grant aidi 

There were more poor people in college in 1981 than in 1974. 

The enrolled population with family income under $7,500 increased 

from 3 percent to 5 percent of the total enrolled population. 

However, after proper adgustment for the inflationary erosion of 

« 

income, low income families appear to have a declining college-going 
rate. This is because the total number of low income families has 
increased at a faster rate than the college-going rate. 

erIc - - ^ - ' ^ 
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The impact of increasing^" aid on student access is difficult to 
interpret. Overall participation rates of dependent students 
dropped between 1969 and 1974. The trend was reversed between 1974 
and 1981. Much of the decline from 1969 to 1974 could be attributed 
to the decline in participation rates of males following the end of 
the draft. The continuing decline of low income student ^ 
participation rates may be attributed to the erosion of awards go4ng 
to the lowest income population^ whi^e awards to every other income 
group have increased. ' . 

Independent student participation rates (aged 18 to 24) showed 

A 

a sharp increase between 1969 and 1974 i The rates have been 
relatively stable since theh^ despite the fact that a smaller 
proportion of the population was financially independent in 1981 
than was the case in 1974. it is possible that early sJt-udent aid 
programs were important in helping independent studehj^s attend 
college^ but we have no data with which to explore this possibility. 
Limitations 

Enrollment in college--wh6 goes where" and why--is a complex 
matter. It is influenced by shifting cultural values and changes in 
the labor market and in social policy. Some influences on 
-enrollment which are \not fully reflected in this analysis are: 

o the increasing participation by women in postsecondary 
education; 

o the age of the stude.^t population; and . 
b changing economic conditions. 

Technical limitations include differences in definitions of 
income categories between the two major data sources. The 

' 51 . 
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participatibn rate and student aid analyses are b^sed on overlapping 
income categories. All the data are self -reported, 
• Policy Implications 

Student aid is only one factor in achieving the objective of 
educational equal opportunity^ though a very important one. 

The amount of federal student financial assistance has not been 
adequate to equalize the financial barriers for low income 
students. Inflation during the past decade has effectively 
eliminated the increased resources to pay for college the federal 
government intended to provide through the student aid programs. 
Although student fihaheial assistance policy is prcgcessive in 
concept/ inflation coupled with inadequate funding of need-based 
programs is making it regressive^ 

The situation has been worsened by the government's failure to 
enact particular provisions of the Middle Income Student Assistance 
Act and the 1980 Higher Education Amendments which would have 
increased student aid to low income students i^n real terms. 

Furthermore^ without changes in student i^d policy ^ projected 
demographic changes will exacerbate the imbalance that already 
exists in current practices. During the next decade^ there will be 
a rapid decline in the number of middle income students and an 
increase in the number of low income students. Since trends show an 
increasing focus of aid towards middle income students^ despite 
their declining numbers^ the growing number of low income students 
will continue to experience increasing inequity in obtaining funds. 
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The data also suggests that student financial assistance has 
not led to an artificial increase in independent students^ since thi 
percentage of independent students has remained relatively constant 
since 1974, 

In addition to directly assisting students to attend 
postsecondary institutions^ •^student aid plays an important role^in 
creating ah environment^f greater educational expectations and 
goals. The availability of student aid helps promote the benefits 
of a higher education and a national policy encouraging college 
attendance. 

in analyzing the impact of sstudent aid on access and choice it 
is also important to examine existing infor^tion bar^riers, 
particularly for low income students^ As is discussed in the Public 
eonunehts section^ student aid is of itself necessary but not 
sufficient to assure equal educational opportunity^ 

Another area worthy of examihihatioh in ^ the study of access and 

choice is the issue of existing contradictions in federal policy 

_ ______ __ _i_ _ _ _ _ 

towards promoting educational opportunity^ As will be reviewed^. 

later/ analysis by David Rosen and Associates document contradictory 

public assistance and college opportunity policies^ 

Work Patterns of Full-Time -Goliege-^tuden'ts-in lj74-.and- ISBl — " 

This research was conducted by Applied Systems Institute. 

The purpose of this paj5er is to describe the variance in 
work patterns of college students between 1974 and 1981. 
This is an_ important period of time to examine because of 
the federal aid increases during this periods The issue 
has been raised that availability of grants and ^oans has 
diminished students^ willingness to' work . The results of 
this report, however, indicate otherwise. 
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Race ; Aj-greater proportion of white students, (42 percent) 
report working than do members of d racial groups. 

Blacks report the lowest proportion of students working (28 
percent) . Working black students, however worked more 
hours than white students did in both years. The ^'other" 
racial grouping shows a significant increase in the hours 
worked between the two time periods. 

_L^ei. The higher the grade levels the more likely a 



student is to work. This is evident in both years. The 
proportion of students working in the first three academic 
years has increased since 1974 while the proportion of 
students working in the highest three academic levels. has 
declined somewhat. 

Assuining that years five and six are graduate level 
studentSf there is a peculiar variance. Year five shows a 
decrease relative to the years before and after. Year six 
indicates the highest prdportipn of students working. Year 
six students also work more hours a week. 

Two-year and Four-Year _ Schools . Students in two-year 
schools are much more_ likely to work than are students in 
faur-year programs, although the gap has closed slightly 
since 1974. Students in two-year schools worked more hours 

than did those in four-year schools. . The gap has narrowed 
since 1974. 

Public or Private Control of institutions . Students in 
public colleges work more than thosef in private sehobis. 
The difference was roughly the same in 1981 as 1974. 
,%StUdents in both sectors show an increase in the proportion 
working. Students in public colleges worked more hours in 
1974 than did private school students. The difference had 
almost disappeared in 1981. 

Urban and Noh -Urban . The data is bfgahized according to 
whereone lives/ and not necessarily to where one , goes to 
school. There is very little difference reported 'for the 
proportion of students working or not working according to 
whether or not they live in a metropolitan area.- There is 
no difference in the hours worked. 

Region .^ In 1974_and 1981, students i^ the Northeast and 
South were less likely to work than were those in other 
regions. The proportion working in the Northeast, however, 
increased sharply between 1974 and 1981. 

Sector . Working students were more likely to be employed 
in the private sector. Over 74 percent of the students 
reported working in the private sector while 23 percent 
worked for the governmehti The remaining 2.5 percent 
reported being self-employed. . ^ 



• 



Analysis of Work Patterns , Between 1974 and ±98± student 
work patterns^ oh an industry basis , appea^to have- been 
relatively stable^ with a few notable exceptions . Only two 
^ ihdbstries altered their "market share" by more than two 

percentage points: retail (up 2.7 percent to 36 percent) 
and durable foods manufacturing down j2 . 6 percent to 2 
percent). These shifts do not necessarily reflect any 
fundamental reorientation in student work pa^terns^ rather 
the depressed state of the economy was probably responsible 
for the decrease in student work in durable goods 
manufacturing and construction. 

Student employment waSr and is^ highly concentrated in two 
specific industries: retail trade and educ, tion. These two 
industries now account for approximately 62 percent of all 
student employment (up 3.5 percent since 1974) . Far behind 
these industries are hospitals (5.08 percent of student 
employment) and the combined fields of finance } insurance 
and real estate (3.55 percent). Several small fields 
appear to have increased their student employment 
considerably: other utilities ^ medical and agriculture. 

Conclusions 

Students were more likely to work in 1981 than in 1974. This 
would support the position that student aid has hot replaced 
students' efforts to finance their own education. There has been no 
reduction in the hours worked weekly. Work continues to be a 
central activity of 40 percent of all full-time students. 

The results indicate that the increases are in part due to an 
increase in the rate of employment among those elements of the 
student population that were less likely to work in 1974. For 
example r there were increases among women, blacks , lower income 
studentsr four-year college students and private college students. 
Those population categories which had the highest proportion of 
students working in 1974 tended to remain roughly the same in 1981. 
For examjbler malesr whites graduate students, two-year college 
students clnd public college students either wed a minimal gain or 
loss in the proportidrn of students working. 
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There are still large differences among the various populations 
in terms of patterns of work. Students from wealthy families are 
less likely to work than others. Working blacks are likely to work 
more hours than White students yet, as a whole, are less likely to 
work than are white students; and first year students are less 
likely to work than students in their later academic years. 

In general> there are reasonably consistent patterns of work 
between 1974 and 1981/ and among the different divisions described 
in this study. Work appears to be a constant source of income for 
full-time college students as well as a learning experience that 
supplements their more formal classroom education. 

Cooperative Education^^ -A N a t lonal ^S5essm ent--Execut ive Summary and 

Commen tar y - -This research was conducted by Applied Management 

Sciences for the National Commission for Cooperative Education.* 

o Cooperative education contr ibutes significantly to 
the career preparation of students. 

The findings showed that cooperative education contributes 
to a more direct relationship between college major and 
full- time after -graduation employment, and a more direct 
relationship between current job and career plans. 

o Cooperative education is a mechanism for student 

: financial assistance . 

The large majority of students enrolled in cooper a tive 
education programs are compensated for their work. 
Therefore, for them cooperative education is an income 
producing activity. For the majority cr students and 
institutional personnel, however, the financial assistance 
aspect of cooperative education was secondary to its 
educational advantages. 



*See Appendix C, "Cooperative Education A National 
Assesment" Executive Summary and Commentary. 
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o Cooperative education is cost-effective, for 

students i 
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The net effect over a long period of tirne showed that the 
financial returnS'vin relation to the costs expended are 
greatest to an individual who goes to college^ attends a 
four-year institution and participates axi a cooperative 
education prograrn. The greater cost-effectiveness of 
cooperative education was further substantiated by the 
taxable income received by cooperative students, the 
shorter periods of unemployment experienced by its 
graduates and the greater life-time earnings of its 
graduates. 

o Cooperative education is cost-effective for 
emplc ers; 

Overall, the additional costs exper ienced by employers in 
hiring cooperative students as against regular employees 
were modest. Wage, fringe benefits,^ supervisory and 
training costs, and union negotiating costs were 
essentially the same for both cooperative students and 
regular employee^. 

o Title IV-D of the Higher Education Act has made a 
significant contribution to the national expansion of 
cooperative education. 

Since the first grants were awarded under Title IV-D in 
1970, approximateiy 700 programs have been planned, 
implemented, strengthened or expanded as a result of Title 
IV-D, now Title VIII, grants. 

The Effects of Phasing Out Social Security Studept Behefits g-^ 

This research was conducted by David Paul R^sen & Associates. 

In August 1981, the Omnibus Budget Reconciliation Act was 

signed into law which, among other things, phased out the Old Age/ 

Survivors and Disability Insurance (OASDI) student benefit program 

under the Social Security Act. OASDI program cost estimate for 

fiscal year 1981 ranged from $2 billion to $2.4 billion, enrolling 

as many as one million students. Pell Grants by comparison provided 

$2.4 billion in cash assistance to approximately 2.7 million 

students in 1980-81. 

' 58 



This paper attempts^ with the ave lable data .and their 

limitations^ to specify the consequences of phasing out the program. 

As of May 1^ 1982 r no new beneficiaries will be added to 
the program. Those receiving benefits prior to September 
1981 may continue to do so until their twenty-second 
birthday^ their graduation/ or _ April 1985^ whichever comes 
first. They must maintain. full-time ehroiiment. Benefits 
for current recipients will be sharply reduced in four ways 

This will mean that _ a student receivingf the average 1980 
annual benefit of $3,072 will lose $1,024 through loss of 
summer benefits and have his or her 1982 payment reduced by 
another $512 _as a 25 percent reduction. This represents a 
total loss of at least $1,536 or 50 percent of the prior 
year's benefit. 

Heaw reductions will occur for students from families with 
one dependent beneficiary (about 400 / 000 families). 
Families with more than two dependent beneficiaries (about 
250,000) are likely to maintain their overall grant, 
despite the loss of social secur i ty benefits to 
18-to-22-year-old student members of the family. 

In addition. Pell Grant recipients will experience a 
reduction in their award as well by counting OASDI grants 
ars student, aid in 1982-83. Those attending lower cost 
schools will lose a higher proportion of their Pell Grant 
as a result of this change. 

One key issue of difference among analysts is the increase 
in Pell Grants needed to absorb increased demand for that 
program from the disinherited OASDI population. There 
exists substantial confusion over how much current 
OASDI/Pell Grant recipients will have their Pell Grants 
increased. For those students already at the maximum Pell 
Grant. level, the loss of OASDI benefits cannot be replaced 
at all. .However, the larger budget question is how much 
money will.be needed to replace lost OASDI support for 
current and newly eligible Title iV recipients. 

While at least $1 billion in savings from eliminating OASDI 
student benefits was projected by the Reagan administration 
in fiscal year 1982 , revised administration requests for an 
increase in Pell Grants to accommodate students formerly 
eligible for OASDI totaled $56 million for that year. The 
$2,225 billion in savings in fiscal 1985 projected by the 
administration was placed with a request to increase Pell 
Grants $100 milliohi 
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t'llhile the U.S. General Accounting. Office in August i979 
estimated the cost , to student firianclai aid programs to 
, have ah increased demand of $288 miliibh>^ they supplied no 
data to support this- amount 

Estimating true cost in Pell Grants to replace lost social 
security student benefits for low income students is 
complicated by poor available data^ the complex! ty of the 
programs' ihterac tibn^ and the recent change in the 
treatment of OASDi benefits in Peii Grants. 

Conclusions 

o Phasing out social security student benefits results in 
sharp reductions for current beneficiaries; 

o For current OASDI/Pell Grant recipients^ the loss of 50 
percent to 83 percent of the social security benefit between 1982 
and 1985 will qualify the student for a significantly higher Pell 
Grant. 

o Low income OASDI student beneficiaries who formerly did not 
qualify for Pell Grants will become newly eligible for that program 
as they lose their social security supports 

o Low income high school students who have lost the future 
support of OASDI student benefits will qualify for larger Peii 
Grants than they would have in combination with OASDI support i 
Study of the Cost to Borrowers of Participating in the Gua£an£eed 
Student Loan Progfam -"This research was conducted by Touche Ross & 
Company. 

The objective of this study to identify the cost to V typi- 

cal borrower of participating in the Guaranteed Student Loan (GSL) 
program. The approach to this study included the development and 
analysis of several automated models that calculated total borrower 
costs under various scenarios^ 
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The focus of this study was related to the actual costs of 
obtaining and repaying a student loan. 

The major findings of the cost to a borrower to participate 
in the QSh program are: 

. o_ Student borrower s under the GSL program usually pay 
in real terms (ad justed for inflation) an effective 
interest rate of close to zero or, in many cases^ less than 
zero. This occurs because: 

"-All ^ payment of principal and interest is delayed 
until after the student leaves school; and 

--When repayment begins, the interest rate paid by the 
borrower is below market rate. 

The difference between what the student pays and what the 
lender demands for the capital ir the total federal subsidy 
(for example, the in-school interest subsidy and special 
aiiowanee) i 



o Borrowers who hold loans for longer periods of time 

before entering repayment are able to realize more of an 
advantage than borrowers who enter repayment more quickly. 

o PLUS loans do not have the same advantages for 

borrowers as do student loans. This observation is based 
on the fact that PfiUS loans usually enter repayment, 
dnuned lately and ^ as a result, do not enjoy any benefits 
from the federal interest subsidy. 

o In the absence of inf lation ,^ two student loans for 
the same amount./ with the same interest rate and the same 
repayment period, require the borrower to pay approximately 
the same amount in principal and interest, regardless of 
the length of their respective in-school, grace, and 
deferment periods^ 

^ o Borrowers who can delay the start of repayment 

^whiie receiving the federal interest subsidy have a major 
incentive to borrows 

o This analysis assumes a relatively low rate of 

expected inflation in comparison to the aver age _^r ate over 
the last several years. At higher rates of inflation the 
incentive to borrow to finance education is increased given 
that the interest rate to the borrower under the GSL 
program is fixed at below market rates (9% for students and 
±2% for parents) and subsidized by the federal government. 
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o The real cost to the federal government is higher 
for student loans than for PLUS loans. Furthermore^ 
student loans with longer in-schqol^ gracer and deferment 
(subsidized^ periods cost the federal government more than 
student loans with shorter subsidized periods. 

o The total federal subsidy (for example, interest 
subsidy and special allowance) is structured to provide the 
most benefit to student borrowers: 

-^Attending high cost institutions (r/equir ing the 
maximum allowable amount to be borrowed) ; 

--Attending four year institutions (aF^Sjpposed to two ' 
year institutions) ; and \ 

--Acquiring post-graduate educations (with associated 
deferritents) . ) 

This occurs because the subsidy is h when the maximum 

amount is borrowed and repayment is delayed as long as 
possible. 

o PLUS loans are a much more costly method of 

financing postsecondary education than GSL $tudent loans. 
The costliness of the PLUS loans is a result of the higher 
interest rate on the PLUS loans and the fact thaL PLUS 
loans are ineligible for federal interest subsidy. 

o The in-school subsidy is the critical factor as to 

whether it is rational to borrow. While ih-school 
subsidies- are available/ it is the borrower * s advantage to 
borrow as much as possible,^ as early as possible. 

o As structured, the GSL program for students 
presents a paradox in that student borrowers who undertake 
an extended education: 

--Pay less in real terms for the borrowed capital; 

--Cost the federal government more in subsidy 
payments; and yet 

--Receive the greatest potential benefit (for 
instance, higher lifetime earnings) from their 
educatibfii 



Limitations . This study does not quantify the actual 
"burden" placed upon a typical borrower. 
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^he-Cost and Flows of Capital in the Guaranteed Student 

Loarn Proqrarn --This research was conducted by Tbuche Ross & Cornpanyi 

The objectives of this study were to identify and analyze: 

The flow of capital to and through the Guaranteed 
Student Loan (GSL) Program; and the cost of that 
capital to the federal governmenti 

The approach to this study included the review and analysis 
of existing research on the subject of student loan 
capital/ as well as original data collection and analysis. 
) In addition/ several automated cost models are developed to 

test assumptions and project future costs. The 
observations and conclusions of this study are divided into 
three areas: 

Identification of capital' flows; ^"^ 

Idehtif ieatioh of federal costs; and 

Analysis of federal costsi 

Identification of Capital Jlcms^ 

6 Most of the available literature on the cost of the 
GSL program is short-term policy or ientedi The focus is on 
the relationship of interest rates to current federal 
appropriations. The future federal cost implications of 
naw current loan d^febursements are generally not addressed; 

o The major roles of the key institutions involved in 
the program are as follows: 

Private lender s--primary source of capital; motivated 
by loan yield/ security (for ^example / guarantee), and 
community service i 



Federal government- -funds the program; primary ro] e is 
to pay interest subsidy and special^llowance / as ell 
as reinsure loans guaranteed by states. 



State direct lender s and secondary mar kets- -provide: 
capital tnrough issuance of tax-exejnpt bonds ; role i 
to provide liquidity to the program and ensure that 
the full demand *or student loan capital is met. 

Private educational institutions --limited number 
function as direct lenders; provide limited 
administrative services to lender s and guarantee 
agencies. 
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Student Loan Marketing Association — provides liquidity 
to the program by . purchasing, loans; largest owner of 
student loans. 

Underwiri ters--assist to raise public capital; receive 
a fee for providing this service. 

^ the early 1980Sr certain trends have become 

evident which affect the institutional roles and 
responsibilities in the GSL program. 

--The rdxe of the states has becoSe predominant in 
program administration relative to the federal 
government. ^ * 

-•^The GSL program is successful. The various 

institutions involved have appropriate incentives to 
participa-fce. 

Identification of Federal Costs 

o The 6SE program imposes substantial costs on the 
federal government. These costs include costs directly 
assignable to the GSL program {for example^ .direct costs) 
and those incur red because of the GSL program but not 
directly assighabl.e to the program (for example^ indirect 
costs) . 

o The direct^costs (in order of FY 82 magnitude) are: 
Special allowance; 
Federal interest subsidy; 
Federal reinsurance ; 
FISL insurance; 

Administrative cost allowance; 
Federal advances; and 
Penalty interest. 

o The indirect costs (in order of FY 82 magnitude) 

are: 

Federal financing costs; 
Tax-exempt bond subsidy; and 
Program administration and overhead. 
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p Receipts from the GSL program which offset costs 
include: (in order of FY 82 magnitude) 

Origination fees; 

Collections on defaulted loans; 

Special allowance reduction in loans fihahfced with 
tax-exempt bonds ; and 

FISL insurance premiums. 

Analysis of Federal Costs 

p The federal goverhmeht has cbmmitted itself to a 
significant stream of future payments as a result of the 
$6.2 billion of new GSL loans disbursed in FY 82. 

"'ne cumulative future payments for the hew FY .82 : 
G' >^re estimated to be $2.9 to $3.6 biiiioh 

{i c " for tha time value of money) ; This is 

c io 47^ tc 59^ of each dollar loaned. In other 
: /proximately $2 of capital is generated for every 

$1 federal cbsti 

o The most significant components of the payment 
stream are: the special allowance and the in- school 
subsidy. These two combined amount to between 72% and 77. 
of the total program outlays^ 

o The next most significant component is reinsurance 
(±6% to 19% of total payments). Ail other direct and 
indirect costs only account for 7% to 9% of the total 
program outlays. 

o While there are revenues to of f set payments (for 
example , collations, etc i these of f sets are not as 
significant (for example, the cumulative total of all 
offsets equals approximately 15% of total program outlays) . 

o The most significant unknowns affecting future 
payments are: (a[ interest rates (for example , Treasury 
bill rates) and (b) the average loan lives in the 
portfolio. These factors have a major impact on special 
allowance and interest subsidy respectively. 

o The future federal costs of the SSt program must be( 
adjusted for inflation to estimate real costs (for example, 
expressed in current dollars) . The effect of inflation is 
to reduce the real cost of the FY 82 loans to between $2.6 
billion and $2.7 billion. This is equivalent to 42jzf to 44j? 
for each dollar loaned. 
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This provides a real multiplier of 2 . 3 - 2.4:1 (for 
exaniple,^ f or every dollar of real federal cost, $2.30 to 
' $2.40 of loans are made available) . 

_p_ Because a major portion of federal expenditures for 
the GSL program are used to cover commitments on loans made 
in past years, it is extremely difficult to reduce program 
costs in the short term. 

o Because a loan program provides leverage (for 
example, more than one dollar of capital is generated for 
each federal dollar spent), it delivers more capital to 
students than would a grant program. There is ho doubt the 
GSL_ program provides more total student loan capital than 
would a grant prog'ram^ with equal annual outlays. However, 
this advantage can be overstated when only the current year 
is examined. This true multiplier effect in real terms and 
when all future obligations are taken into account is 
approximately 2:1. 

P The GSL program provides a significant capability 
to provide capital now and pay later. Both the borrower 
and the federal government assume an obligation for future 
payments. 

Cbhclusions 

The GSL program is a very successful mechanism to deliver 
credit as a source of funds for student financial assistance. As a 
source of leverage for additional money for student financial 
assistance, the program generates approximately $2 for every $1 of 
cost to the federal government:. Also, the various institutions 
involved have appropriate incentives to* participate, though the 
price of the program's success has been paid by large federal 
expenditures. ^ 



-^Touche Ross & Company, "Study of the Cost and Flows of 
Capital in the Guaranteed Student Loan Program" (Washington, D.C.: 
National Commission oh Student Financial Assistance, 1983), p. 2.' 
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The primary costs of the GSL program are very susceptible to 
economic conditions. Inflation greatly affects the benefit ,of the 
GSL to borrowers. Higher levels of inflation make borrowing through 
the GSL program more attractive.^ Also^ federal costs increase 
considerably with a higher treasury-bill rate. For instance, every 
one percent increase in the treasury-bill rate increases the cost to 

the federal government between $250 million and $360 miiiion.^ 

♦ / 

Contrary to public perception, paymehts to cover defaults 

account for a relatively small share of f ederalT^ligatiohs under 

the GSL program. By far the greatest cost variable (special 

allowance) goes to assure lenders something approximating a market 

return on the loans. In 1982, the special allowance paid to lenders 

plus the in-schooi interest subsidy the government paid on behalf of 

students accounted for about 75 percent of future outlays.^ 

Large-scale, short-term costs reductions are virtually ruled 
out by the fact that over 90 percent of current annual program costs 
are dictated by obligations on leans made in prior years. 

The focus on any reform should be on achieving effective 
longer-term cost controls.^ 



^David A. Longanecker , "Testimony before the National 
Commission on Student Financial Assistance," April 4r 1983, p. 5.- 

Sciadieux, "Testimony," p. 3. 

^Ibid. 

"^ibid. 
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This does not suggest that middie income families do riot need 
assistance to attend pos tsecondary institutions. They do not need 
larger effective subsidies than do poorer students. 
Guaranty Agency Quest ionnaii:e 

Identifying Lender Restrietions 

The Commission conducted a survey of guaranty agericy directors 
to assess the extent to which guaranty agencies, lenders and state 
secondary markets impose restrictions on GSL borrowing which go 
beyond federal regulations. 

The survey was conducted to learn the perspectives of guaranty 
agency directors on the scope of this issue. Ageyicy directors' were 
asked for their best estimation of the proportion of certain 
restrictions imposed by lenders. The responses do not reflect the 
volume of loans in each state. 
ELlJid X ng^ 

Of the 56 questionaires sent to guaranty agencies, 53 were 
returned. 

Commerc^iaJ^ - Lender s (see Figure 9) i 

Forcy-nine agencies reported using commercial lenders. The 
three most often-cited restrictions were: 

o The most common restriction imposed by commercial lenders 
was the requirement of a previous customer relationship. 

A large majority (37) of agencies reported having between 25 
percent and 89 percent of their commercial lenders requiring a 
previous customer relationship before they would make a loan. 

Six agencies reported having between 5 percent and 24 percent 

ERIC 
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FIGURE 9 

COMMERCIAL LENDERS' RESTRICTIONS 



Percentages of restrictions 

. ^ 0- 51- 251- m- 75%- 901- 

■ 41 m Ml m m m 

A Require a previous CQstomer relationship before making a loan. 5 6 16 13 8 1 

B Require a cosigner before making a loan. ■ 21 14 6 6 0 3 

e Require a minimum deposit on account before making a. loaN 27 8 7 2 2 1 

D Limit aggregate loan amounts to undergraduates. 37 9 2 0 oi 1 

E Limit aggregate loan amounts to graduate students. 39 7 2 6 0 11 

F Lend only to graduate/professional school student's. ' 42 5 i c 0 0 

^ '^^^*''^!^^^^'^"'''J^'^ borrowers in the second or a later year 

c^i their academic programs. 34 11 3 0 1 0 

Restrict borrowing to "larger balance" ($2,008 and up) annual 

loans or woh't make "small balance" loans. 26 14 1 3 o 0 

• Wil^ fiot make loans to students planning to enroll in less- 

than-four-year programs. 35 8 5 1 0 o 

J Will not make loans to students planning to enroll in less- 

than-two-year programs. 30 14 5 5 1 1 



K Will not make loans to students who plan to enroll in schools 

in another state. j 37 11 J 0 o o 

h. Wiii not make loans to students attending proprietary business, 
' <U trade and technical schools. , 26 14 7 0 2 



71 

0 



H Will not. lend to out-of=state students attending schools n • 
yoiir state. 13 8 11 7 6 '5 

o , - 

ERICWitl^ct as "lender nf l7..t rp.;nrh'' fnr ch.dpnts : ' oi ^^ a r ; ' a — I 
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of the:r comniercial lenders imposing this restriction, while 5 
agencies reported that virtually no commercial lenders required a 
previous relationship. One agency reported that nearly aii 
commercial lenders require a previous customer relationship. 

o The second most common restriction by commercial lenders was 
their unwillingness to lend to out-of-state students attending 
schools in their state. :. '"^ 

Twenty-four agencies reported h^ving'^between 25 percent and 
89 percent of their commercial lenders imposing this restriction. 

"Thirteen agencies reported virtually no out-of-state student 
restrictions, while 8 agencies reported that a small minority, 
between 5 percent and 24 percent, of their commercial lenders 
imposed th^:s restriction. Five agencies reported that virtually all 
of their commercial lenders imposed this res J:r iction. 

o The third most commonly reported resti:-;tion by commercial 
lenders was imposed on students planning to enrol-, 
less- than -two -year programs. 

While 30 Agencies reported that almost no lenders imposed this 
restriction, 13 reported that between 5 percent and 24 percent of 
commercial lenders restricted bor roWi^ng , ' 10 reported that 25 percent 
to 74 percent of commercial lenders restricted borrowing and 2 
agencies reported that between 75 percent and 100 percent of their 
commercial lenders imposed this, restriction. One agency reported 
that lenders will not lend to borrowers attending trade and ^ 
technical schools that offer a specific type of training. 
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Bi rect L ender s (see Figure ID) 

Thirteen agencies reported using direct lenders. These 
agencies noted that the most common restiction imEJosed on borrowers 
was the unwillingness of direct lenders to lend to out-of-state 
students attending schools in their state. 

Five agencies reported that virtually ail of their direct 
lenders impose this restriction, one agency Reported that between 
75 percent and 89 percent of their direct lenders impose this 
restriction, one agency reported that between 25 percent and 
49 percent of their direct lenders, and 6 agencies reported that 
virtually none of their direct lenders imposed this restriction. 
Seeoiidary Markets 

Of the 24 agencies that reported operating a secondary market, 
7 reported imposing certain restrictions. Of these, 2 require a 
minimum balance of $1,000 on loans they will purchase, 2 will not 
purchase loans made to students from out-of-state' institutions, one 
will not purchase loans from borrowers from institutions with 
certain default rates, and one will not purchase loans made to 
out-of-state borrowers. One agency requires a $3,500 minimum 
average balance on loan portfolios, and will rot purchase loans made 
to borrowers who have moved out of the market area, failed to 
respond to written inquiry, have deferments, and are graduate 
students. 

Gu aranty Agencie s 

Of the 53 agencies that responded to the q ;estionnair e / 17 
repor^ed that they impose restrictions on GSLs which go beyond 
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FIGURE 10 
DIRECT LENDERS' RESTRICTIONS 



Percentages of Restrictiojis 

' 0- 5%= 25«- 59%- 751- 90%- 

11 Mi 11* M M M 

A Require a previous customer relationship before making a loan. 11 6 0 0 0 0 

B Require a cosigner before making a loan. 8 1 0 '0 0 1 

C Require a minimum deposit on account before making a loan. 11 0 0 0 0 0 

D Limit aggregate loan amounts to undergraduates. 10 o 0 0 0 1 

E Limit aggregate loan amounts to graduate student's. 10 o 0 0 0 1 

F Lend only to graduate/professional school students. 11 o 0 0^ o .q 

G Restrict loans to borrowers in the second or a later year 
of their academicj programs. 



H Restrict borrowing to "larger balance" .($2,000 and up) annual 
loans or won't make "small balance" loans. 

. I Will not make loans to students planning to enroll in less- 
than-four-year programs. 

■ 3 will not make loans to students planning to enroll in less- 
than-two-year programs. 

K Will not make loans to students who plan to enroll in schools 
in another state. 



L Will not make loans to students attending proprietary business, 
trade and techhicai school:. 



ii 0 0 0 0 0 

11 0 0 0 0 0 

11 0 0 0 0 0 

11 0 0 9 0 0 

7 0 0 0 0 1 

10 0 1 0 0 2 



H Will hot lend to out-of-state students attending schools in 

7^ yoor state; 4 0 10 13 

-FR? C^ ^ct as, "lender of last resorf* for students. ^ 5 0 1 0 0 6- 
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federal regulations. Seven agencies will not loan to borrbwers from 
corriespondence schools, three will not loan to part-time students, 
two Will loan only to state residents though one of these states has 
an agreement with an out-of-state lender to provide loan§ to 
out-of-state students, one will not loan to borrowers under 21 years 
of age, one will not loan to theological institutions, one will not 
loan to students with less than a "C" average, one requires the 
borrower to be from a certificate/degree awarding institution, and 
one requires a cosigner. One agency restricts less than full-time 
undergraduate and graduate students to one-half of the maximum loan 
amount of either $2,500 or $5,000 per grade level, allows only 
students who are enrolled in specific five-year programs to receive 
a "fifth year" loan, and requires that: after initial borrowing a 
student must progress to a higher academic grade level before 
receiving an additional loan. 
l-endar^s^of Last Resort 

in response to the question, "Do potential GSLP borrowers in 
your state have sufficient access to 'Lenders of Last Resort' so 
that the restrictions imposed by lender and/or secondary markets 
represent no major problem?", 29 agencies cihswered "Yes, 
definetely," 2b agencies answered "Yes, basically ho significant - 
problems in access in our state," 2 agencies answered *'No, access to 
loans is restricted to some students, and one agency answered "No, 
access to loans is restricted to many types of students^" 
Feas i bi l ity of a Steady to Determine Identifiable Patte]^nus--of ^^der 
Blsc r im ina^iofi - - Th i s research was conducted by Touche Ross & Company. 
Current information available on lender diserimihatioh, though 
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anecdotal^ suggests that the discrimination which exists^ is 
primarily academic in nature rather than racial. In other words, 
those students having difficulty securing a GSL from a lending, 
institution are usually freshmen or students who attend proprietary 
institutions. Another type of discrimination, though very difficult 
to quantify, is the subtle discrimination against low income 

students who have no prior experience or dealings with banks. 

^ ^ __ • _ _ _ 

information from Commission hearings shows that low income students, 

often the least sophisticated in dealing with banking institutions, 

have the greatest difficulty in obtaining GSLs. 

The purpose of this study was to determine if quantitative data 
on lender discrimination could be gathered by analysing existing 
borrower data from lenders of last resort. Unfortunately, as the 
findings from this study show, information , available from lenders of 
last resort is inadequate to draw any conclusions. However, 
appropriate information could be collected, making it possible to 
gather this information* at a later time. ^^^^^^^^^^ 

This study was . Conducted by interviewing individuals from the 

Department of . Education, guaranty agencies and lenders. information 

was obtained on lender of last resort programs, the demographic data 

they collect and the reasons for the use of last resort lenders. 

o* States vary substantially in their approach to 
ensuring that there. is always a source of capital (for 
example, lender of last resort) available for borrowers. 
Some states hkve: 

Separate organizations that. function as lenders in 
addition to the commercial lenders (for example, 
Virginia, Minnesota, and Wyoming) . These states 
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provide loans to borrowers who are denied loans by 
commercial lenders. State agency or private 
non-profit organizations use this approach. 

Coinmerical lender s exclusively in the state (for 
example, Massachusetts, California, and Illinois). in 
this instance, some of the lenders will have an "open 
door" policy. . . 

Direct lenders in the state with commercial lenders 
serving as lenders of last resort (for example. North 
caroxmaj. • : 

United Student Aid Fund, inc. (USAP) . USAP will serve 
as^a^guarantor of last resort and guarantee the loan 
and find lenders. In addition, USAP serves as 
guarantor for several states. 

^ o The type of demographic data available on borrowers 
is limited in scope. 

Some data items are commonly captured across ail 
states. This information is needed for the guarantee 
and identifying and locating borrowers. Examples of 
the data collected are: address/ state of residency, 
birth date, U. S . citizenship status^ adjusted gross' 
income, school/ grade level, and others. 

Although other key data items are not generally 
collected, the Equal Credit Opportunity Act prohibits 
lender discrimination on the basis of sex, marital 
status, and race. In addition^ the Student Loan 
Marketing Association (SLMA) is prohibited from doing 
business with certain lenders who have restrictive 
regulations against student borrowers. 

o Reasons for borrowers using lenders of last resort 

are seldom documented; however, the primary reason stated 
by respondents is that the borrower does not have an 
account relationship with a commercial lender. 

Onlv the respondents from the New Jersey Higher 
Saucation Assistance Authority indicated that they 
maintain records on borrowers who use the lender of 
last resort. In order to receive a loan from the 
lender of last resort in New. Jersey, the borrower must 
be den 3d a loan from three lender s . These denials 
are documented on a standard form. The reason cited 
most often for using a lender of last resort was lack 
• of an account with a commercial lender; the second 
reason was default on a previous loan. 
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o it is fea'?'it;^e to identify borrowers who use 
lencl-r^* e£ last x^<^..;-/r- where there are separate 
organ, zat ions f v>>: "T-is purpose ; however f it • is> for _all 
practical purprseS/ impossible where commercial lenders are 
involved.. 

The files of a separate organization. cbntaih only 
borrowers who have used a lender of last resbtti 
^ USAP files tot borrowers who obtain their guarantee 

and use their lender could be usedi Cbrmnerciai lender 
files contain records of all types of borrower s^ but 
lenders of last resort borrower s ^ are not identified^ 

o In states that have set up lenders of last resort^ 
analysis of demographic data may not show any striking 
patterns or there may not be enough data to analyze. This 
is because: 

The volume of lending is either very large (for 
example^ 50 percent) or extremely small (for example, 
' .01 percent) or non-existent. 

In the high volume states, an analysis may not show 
any striking patterns because borrower s have ready 
access to lenders o* last resort. This usually occurs 
in states where a denial letter is require^ only for 
the first loan and denial letters for subsequent loans 

are not required. . 

in low volume states, there may be enough data to 

analyze (approximately 11 out o: \:5/90d borrowers 
this year in New Jersey) . 

Conelasio& 

An analysis of the demographic data on borrowers who use 
lenders of last resort is feasible in a limited sense, but may not 
provide the Cominission with useful insights into lender 



di scrimination patterns . 

The analysis is feasible in those states that have set up 
separate organizations that function as lenders of last resost . 
Currently^ there are ten states (Arkansas, Colorado, Georgia, 
Kentucky, Michigan, Minnesota, Qklahoma, Texas, Virginia, and 
Wisconsin) and USAF who are candidates for such a study. 

o 
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These ten states comprise approximately 18 percent of the national 
GSLP loan volume. 

The analysis may not provide useful insights into' lender 
discrimination because the e se of access to lenders, of last resort 
may result in borrowers with same demographics as general borrower 
population. 

Resolving the Contr adidtions— of-^de^al-FutaA^- agd 
College Opportunity Poiicies --'This research was conducted by David 
Paul Rosen & Associates. 

This study explains how public assistance programs creatk 
barriers which prevent low income citizens from attending college 
and makes recommendations to resolve these contradictions* The 
study discusses how these barriers perpetuate dependence on benefit 
payments^ discourage self-sufficiency and drain national resources. 
The federal public assistance programs analyzed are: 

Aid to Families with Dependent Children (AFDC) 

Social Security Student Benefits 

Food Stamps 

Medicaid 

Public Housing 

Unemployment Insurance 

Currently, cpmplementary public-assistance and college- 
opportunity policies do not provide adequate financial 
resources to low income individuals for both subsistence 
expenses and expenses for attendance at a college of their 
choice. Public assistance policy, which in many; ways 
reduces financial resources available to such citizens upon 
their enrollment in college, makes it financially near^ 
impossible to attend. 
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A $100 net increase in the ccst of coiiege is accompanied 
by a.l percent ^o 3 percent decline in enrolI\Te'^c rates of 
low income and moderate income individuals^ zn loyf income 
students harder hiti t 

There is a lack of coherent purpose in the wide variety of 
federal public assistance programs. Aid to Families with 
Dependent ehiidren and Food Stamps are incomfe transfer 
programs intended to provide the poor with a modicum of 
. financial subsistence .Medicaid and public housing provide 
income transfer payments of another sort, in the form of 
subsidies for health care and shelter. Unemployment 
Insurance provides cash payments on premiums paid by 
workers when they exper ienceyinvoluntary unemployment. A 
host of employment and training programs, culminating most 
recently in the Comprehensiye Employment ahd_Traihihg Act 
(CETA) and now replaced by^he Job Training Partnership Act 
of 1982 provide alternative forms of* income maintenance to 
low-income^ unemployed ci/tizens, subsidizing, wages, 
training stipends and activities. Vocational ; ' 
rehabilitation programs /provide education, training, 
Hiedical and rehabilita^tive services to disabled citizens. 
And Social Security provides disability insurance payments 
to those unable to work, as well as benefits to the 
children of deceased, retired or disabled parents. 

Each of these programs has different eligibility criteria, 
standards for determining financial need, methods and 
levels of payment or service delivery/ and federal-state 
administrative partnerships and agencies. There exists no 
federal or state mechanism to assure coordination of 
benefits, to avoid duplication or to prevent Under-awards . 
Furthermore, the integration of public assistance programs 
with student financial aid of ten contradicts the federal 
commitment to assuring the poor financial access to college. 



Specifically, the study found the following facts and 
contradictions as they relate to college opportunity: 

Aid- to - Families with Depend ent Ch i ldre -n.^AgPG . Eighteen-to- 
21 y<ear-old recipients are no longer elig^ible for AFDC 
benefits. In 1979, the 193,000 student dependents had 
average losses of $1,195 per year. 

Parents with children under six are required to be home 
except for "only brief and infrequent absences." They are 
otherwise required to regis ter„f work. _ Such a^ provision 
will prevent many welfare parents, mainly single mother s , 
from attending college. HEW [the Department of Healthy 
Education and Welfare] reported that in 1977, 112,000 AFDC 
mothers were attending school or job training; 93,000 in 
1979. 
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For example^, the roughly 206 , 1386 i8'-to-2d-year-ola st.^dents 
eliminated from APDC support by the 1981 Omnibus Buig:iit 
Reconciliation Act lost their Medicaid support as well. 
Some college students will retain their coverage if they 
maintain high medical costs and are in one of the 29 
states, or the District of Goiumbia, that provide this 
care. Others. with ordinary medical expenses, as well as 
those not residing in these states will not retain coverage. 

Food Stamps . Food Stamps, a 160 percent federally f un .ed 
program^ _have long .excluded college students from 
eligibility, with few exceptions. As few as 47,000 
students attending college may receive food stamps. 
Recipients who .enroll in college stand to lone an annual 
food subsidy of $432. 

- - - ? 

Unemployment Insur anc e , Si nc e October 1981, 20 states have 
limi ted unemployment insurance payments to otherwise 
eligible recipients who enrolled in college^ making it 
difficult for unemployed citizens in need of retraining or 
recducalEton to attain the ochool mg they need for a new 
skill. 

Public Hcusrfig . ?^?cent changes in public housing 
eiigibriity have adversely affected public housing 
residents attending college. The earnings-disregard and 
the $300 annual deduction for full-time students that had 
helped to determine rent payments for assisted housing 
programs was eliminated . 

Conclusions 

Public poli-y goals have r ?diy called for less- .g the 

reliance of the poor or public assistance programs by dt elo^ ^ng 
recipients' capacity for economic self- :fficiency. And while it 
would seem a natural strategy to ally pc::>iic assistance with 
pos tsecondary education opportunities, no such coherent state or 
federal policy has yet emerged. On the contrary, conflicting 
[mrposes and -rocedurcs of public assistance programs produce 
disincentives for the poor v;ho s. k to achieve self-sufficiency 
through edi:cation. Such disincentives frustrate the efforts of low 
income citizens to achieve productive careers. They perpe t ua " 
'-.lependence on public assistance payments. 
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They result ^. increased government sperK ic on entitlement 
programs, while simultaneously depriving citizens of an earned 
income and the government of increased tax revenue. Barriers to 
college enrollment created by these disincentives penalize ^ue poor 
by either reducing or categorically eliminating benefits upon 
college enrollment, v 
Furtiier examination needs to be made to see to what extent 
si'jdo-it aid programs are meeting the needs discussed in this paper. 



P UBLIC CO MME NTS 

The comments below are from witnesses' testimony at Sources of 
runds Subcommittee he-irings, 

M r, Cha^l-i^ Saund'':r 5 , Director,- GoveiiuimenL -He-la-£xons -Amer lean 
Council on Educa^i^n , subconuiii t tee hearing, Chicago, 

In che mid-1950s only 4S perce:.. c of the top third of high 
school seniors planned co i.ttend college. Only 13 percent 
of 13~td-'24~year-olds attended college 'in those days. 
Women constituted 3 5 percent of college enrollments / blacks 
6 percent, and only 20 percotit of college enrollmen ts were 
from other than the traditional 18-to-24-year-old age group 

No federal student assistance was offered and very few 
scholarship prr-irams were available. Many institutions had 
ho s tuden t c/ io r ogr ams whatsoever ; and wi th very few 
notable exceptlois, there were- almost no state financial 
aid programs . 

Today, higher education enrollments are much more 
representative of the gene.:al population. Fifty-two 
percent are women, 10 percent are blacks. Some 26 percent 
of 18-to-24 -year^-olds are enrolled , double the .percentage 
of 25 years ago. And students over the traditional college 
ages now make up 35 percent of undergraduate enrollments. 



Those high--ability^ low income students who had a 42 
percent chance or attending college in 1961 nad seen the 
odds raised to 62 percent by 1972 ; and while aiccurate data 
is not yet available on the high school class of 1980, it 
is known that 73 percent of those high-ability, low income 
students in that class expected to attend college. 

The national policy of encouraging college attendance has 
significantly helped create a perception that higher 
education is attainable to every person who is qualified. 

Since 1980, although funding of the major stuovnt aid 
programs has held s teady , inflation has actually decree ed 
aid by about $150 million. In terms of constant ddllaro, 
federal aid for those programs has declined by 23 percent. 
If you factor in the decline of social security and 
veterans educational benefits-- the actual decline ^mounts 
to 32 percent . 

Dr . Ar no Id Mi tcheni, Execu-t ive Director , National Council of 

Educ at i onal Cppor tu i; .i ■ ' j Associati ons , subcommittee hearing , Chicago. 

With respect access, financial aid in and of itself is 
necessary I '.^c not £ » f-'f ic ien t to assure ecjual educational 
bppdrtunit cfxlity to expand educational 

opportuni 'r,; the current participation rates of 

certain grc'jp^s in colleges is affected by "structural 
; n equalities" not addressed by r . udent f inancial aid . 
These "structural inegui:li ties" are addressed by TRIO 
programs in relation to college re tent ion and completion^ 
For example , rural isolacion, in Jividuals ' who reside in an 
area ynere the dominan : language is not Engiish, poor 
academic preparation and lack of peer and family suppori:. 

More needs to be done ^n this whole area of giving greater 
attention to support services for •'H sadvanta^ed populations. 

There is an o^er representation of lowc mcoirie and minority 
students in two-year colleges. Between 1974 and 19C0 the 
enrollment at" twc-year schools increased by 99 percent, 
whereas the ^--.r i • Llment of students at four-year 
^ nst i tut ions increased by about 12 per cer t . Accord ingly , a 
black student is about 20 percent more likely and a 
Hispanic is about 60 percent more likely than a whit-:- 
student to enroll in a two-year college. 

Thus, fc-r low income populations and certain minority 
populations, it appears that financial aid has only bo^o a 
marg inal factor in choice, and that if weare to have mo^. 
equal distribution of poor and minority students in all 
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institutions, there is a need 'or more of the TRIO-type 
services or information, counseling, remedial work and so 
on • 

The. five TRIO programs are student assistance programs 
authorized under Title iV of the Higher iducatidn Act of 
1965. Since 1966 v/hen tiie first f these programs ^ Talent 
Search, went into operation, they have served over 3 
million students at a cost of slightly over on.e billion 
dollars. Presently 1,300 hundred TRIO programs are serving 
over 5tQ,00O students. 

The five TRIO orogr ...m^ serve as a mechanism to_move the 
poor and ml): • s into the middle class. Talent Search 

projects pro, • ^outh the information' they need to take 
advantage of , ;:.nd choose among, college opportunities. 
Project staff encourage students during the admiss ions 
process and during the, period while they _await notification 
regarding financial aid awards. Talen t _ Search counselors 
also assist students and their parents in completing 
financial aid forms. Talent Search works to minimize the 
problems which result from insufficient counselors in high 
schools. Educational Opportunity Center s _ (EOCs) provide 
the same type of service as dees Talent ^oarch, but focus 
on adoits. Among their target populations are persons on 
welfare and persons who are unemployed or undere';nployed . 

Upward Bound and Special Services projects, when - -.mpared 
to these two ac^esp programs, focus not only on providing 
;i^nformation to stUv^-^nts, but also upon imprbv::jg the 
quality ef the education which they r' eive. Upward Bound 
concentrates on !:he problem of academic underpreparedne 3S 
at the high school level, by providing supplementary 
instr uctior and counseling to low-incpme high school 
students Juring summer sessions on college campuses and 
academic year classes. Its intent is to reduce dispari ties 
in high school graduation ^ates, to provide students 
real i s t ic expec tat i. ons regarding college and to prt?;.o::e 
them to Cvomi wM*. n they do enroll. 

By law, cwn of the s tuden ts served by these programs 

are requir from families where neither parent has 

received a l .aureate and their total taxable income is 

Less than 150 t^ercent of the poverty level. 

The appropr 1 ation. level . for the TRJO programs in fiscal 
year 1982 was $150.2 million. It is estimated that this 
served approximately 500 , 000 . s cudents which represents 
approximately 3 percent of all eligible recipients. 
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Mr, Bah Haii; Dean o f Admi ssions and -Aid^ Un i versi ty of Chicago , 
subcommittee hearing, Chicago; 

I student aid dollars are to serve their intended purpose 
educational opportunity for all citizens) then two things 
ire needed: information and timely notification. 

tudents need to know early in their high school careers 
and earlier than that if possible) that college is a 
ossibiiity for them. Middle income students. know it 
iready; they have known it from childhood, although their 

camilies have increasing doubts about how to put the money 

together. 

If low income students also knew that colle:,3 was possible 
for them from the time they were small children, the change 
in behavioral pattern for students from the ghetto could be 
extraordinary. We could break the horrible cycle of 
poverty. But low income students have more doubts today 
about their ability to go to college than they did a decade 
ago . 

Actual and rumoj.ed reductions in federal student aid. 
programs, the increasingly late timetable on campus-based 
awards, application procedures and eligibility criteria are 
all contributing to a widespread misconception that there 
is no help available. 

But the federal government is unwilling to spend money for 
information to encourage students to seek a higher 
educa t ion . 

Time Iv r:;^ c If ication has to become a key component of higher 
ed'icat ion poi icy . 

Tne timinc of financial aid availabil.it '^-ctiy affects 
v/hether studf^^ ':s ha. je the choice of goi. ■ u j a private 
college or s ta t e suppor ted ins t i tu t ion ; and the significant 
decrease in f irst-year students; at pr ivate .colleges this 
year is directly relat.-d to the problems of tho financial 
aid delivery' system. 



Even more concern, are the students who are completely 
ie^'t out of the system. They are totally bewildered by the 
ma :e of regulations/ have the least sophisticated parents 
ind come from schools that have the least capability of 
coileqe counseling . These students , if they have thought 
about college, settle for two-year colleges! 

^^^^ taucr of ear iy information is already recognized 

rn the 1980 Higher Education Amendment s ; but the money to 
implement has been redirected to the goal of creating a 
perfectly efficient and thoroughly error-free system. 
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A natibnai gbai of convey ihg f inancial aid information _ to 
students a year earlier for the next sev^n yea/.s* should 'bis 
established, so by 1990 every student starting junior .high 
school will be focused towards the idea of preparing for 
^education or training after high school. 

Special attention should be made to get this message across 
to low income and minor i ty students . 

The mechanisms for timely notification are already there. 
They do not need to be created . No laws are needed to 
implement them. 

^^il^^^fi-^f^ klX^n^t^ive- Financing Mechanisms —-presented l?y Arthur 
>-t juaji^--Ed4jGation Consultant , subcommi 1 1 e hearing , Washington, 



In examining alternative fin;V'..7ing approaches, the 
alternative plans are divided into the following Jniee 
categories: 

o Activities to supplement existing loan Availability 
through the issirance of tax exempt bonds, the use of 
inst i tut ionajL or external funding source"^ such as 
corporations, or the expansion of several alternative 
programs already on the books. 



o Proposals that would ^ppla^ i^ the present loan 
programs wi th some form of a national Gtudeht loan bank 
generally in tandem with income contingent or graduated 
lor.n repayment procedurf^s. 

d Creati.ii of new tax inceht i ves that would _ of fset 
current expenses or would encourage saving for college to 
help students and their families meet ti'e costs of a 
post second a:-: education. 

Vvay s to Supplement the Existing Loan Programs 

The budget battles of the past sever al year s , and ^he 
confusion and concerns they have engendered ,_ ha ve spurred 
the development of a number of supplemental loan plans that 
seek to minimize the impact of possible cutbacks in 
e^<isting aid programs. 

Advocatc?s *of supplemental lo. plans_begin with the premise 
the. - the existing loan struc\.re is f undarentally sound and 
that it would be difficult if not impossible to replace it. 
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They note that recent federal legislation, has trj*:nie'^ QSh 
volume by approximately 20 percent from the peak y.j.T^r >f 
±981-82 and that proposed changes^ :.f enacted^ wc"*' L^Tr 
loan availability even f urther .* . The plans Which c ■ -x.v'i 
developed to combat thesis cutbacks, are aimed at st\o^..,,\ s 
who either are no longer eligible because of revised 
standards in the existing programs , o:; at those who fT-r::' 
their current loan limits insufficient to meet their coi.tS 
of attendance. 

The suppieinental plan which has received the most attention 
creates tiate- sponsored agencies that use tax exempt 
financing frr rhe purpose of providing educational 
instituti' . with student loan capital at relativelv low 
cost. 

Jtudent loan plans 'that incorporate the use of tax exempt 
rinancing face questions regarding the extent to which 
investors are willing to buy tax exempt bonds for this 
purpose and at v^'hat price. On the basis of the evidence 
thus far/ it app(^ars that the market is receptive to these 
bond issues. Moreover/ borrowers can receive a very 
attractive interest rate, to the extent that the savings 
whi^h accrue from tax exempt status are^ in fact> passed on 
to the borrower in the form of lower -than-market rates, 

Ooubts remain, however, _as to how much studf t loan 
financing over time is feasible through this route. As 
more rnd more. states and institutions attempt to get into 
the act, supply may . not be able to keep pace, or the 
interest rate which must be paid to investors may increase 
substantially from current levels. There is also the 
guest j on, how many and what types of institutions can 
afford to participate in chis type of plan since it 
generally requires.a hefty institutional financial 
ccmraitment in the form of dedicated endowment funds or 
lines of credit. 

Another, n^ore general concern about the use of tax exempt 
financing for student loans comes fror those who object to 
the widespread and growing use of t,^:. exempt bonds for a 
wide variety of purposes. They believe that many of these 
bond issues are used in ways that only minimally touch on 
the public purpose objective that must be part of any plan 
that utilizes: tax exempt financing. _fhey also point out 
that the heavy use of tax exempt bonds denies funds to the 
Treasury that could be used to_ reduce the deficit or to 
spend for other purposes. While it may be tempting to 
scoff at this concern, and to note that previous attempts 
to restrict the use of tax exempt financing have generally 
failed; it is nonetheless true that this is a strongly held 
sentiment which will continue to be raised in discussions 
of public policy, and it contributes to a sense of 
uncertainty about whether tax exempt bends will be 
available for student loans in the future. 

o 80 
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In addition to state plans that utilise tax exempt 
finanqing, a number of institutions/ mostly in the 
independent sector, have decided to takr steps on their own 
to insure loan availability for their s^:uderits and to 
provide some iViOdicum of financial stability for 
themselves. Some have simply placed a portion of their 
endowments aside for the purpose of maki loans > others 
have negotiated with banks to se^ up programs tailored for 
tLeir students, while still others are apparently dealing 
d'rectly with investment bankers to establish their own 
direct source of tax exempt funds. Corporations or 
foundations arc^ other possible sources of funding for 
institutions looking to initiate or augment their own 
lending activities. 

One reason for the success of GSL in recent years has been 
its cdnduciveness to the use of secondary markets, which 
greatly value similarity in rates and terms when dealing 
with great masses of financial paper. This type of 
consistency will be difficult to achieve through a 
hddgepcd^:je of institutionally-based programs, and this 
consideration substantially limits the growth potential of 
this cypo of student lending. 

It may also turn out that the best insurance against 
precipitous drops in loan availability is the greater use 
of GSL alternatives already on the books. On the surface^ 
it would appear that the new federal program for 
parents--generally called PLUS--should become a substantial 
and jvr.pc/rtant part of the loan structure.. Ccs rate is 
corr. ot ' t- Ive , especially since it fell to 12 percerit> ani 
the 'ii.ce of a federal guarantee should help to convince 

banki. . other _ lender s that PLUS is a good investment,. 
But so f::r, PLUS volume has fallen short of initiax 
projections^ and it is difficult to say whether further 
growth wil.l materialize over the next several years. 

No such confusion exists when discussing the provisions 
that allow graduate students and financially independent 
undergraduates to borrow federally guaranteed loans on the 
same terrns as parents-- the so-called ALAS program; This 
type of loan seems mired with little hope of movement 
unless the current rules are modified . Kost leider s and 
institutional officials are uncomfortable with the notion 
of repaymenr obligations being placed on bci rower s while 
they are still in school. While the Administration is 
enamored of moving students from the expensive GSL program 
to the less-subsidized ALAS version^ it has failed to : 
suggest changes which would allow tl\is to hap.oen. Until 
some modifications are made, it is ni i^ily unlikely that 
ALAS will become a viable lending opt. on. 
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There are some steps, however, that states can now take 
which would help to spur the growth of these federally 
creaced alternatives for both parents and students. Growth 
could be stimul a ted through more active promotion by the 
state agencies responsible for program administration as 
has been demonstrated for PLUS by Massachusetts and New 
Jersey , among other s. In addition, states could decide to 
subsidize PLUS and/or ALAS terms to make the loans mor^ 
attractive to borrowers, fes New York State is presently 
contemplating . 

New Loan Plans 

While many believe that the cur rent system of studen ns 
is basically sound and requires only minor modif icat 4, -.d 
supplementation, others are convinced that the exist v 'et 
of programs is fundamentally flawed and should be ret ' ' 3 
with an entirely new structure. Those who believe this 
base their assessment on some combiriatibn of r.everal 
factors. A major concern is that the default rate in 
student loan programs is excessive, and th-'t the current 
procedure fehat relies on federal guarantees and pr i vate 
sector collection will never be able to reduce the default 
rate to acceptable levels, given the fact that student 
loans have no collateral requirements and that lenders 
always have the option of exchanging bad paper for cash,* 

^Although contrary to the Administration's emphasis on 
private sector initiatives,] another fear is that reliance 
on the private sector as the source of capital for student 
lo^ns is simply too expensive. The belief here is that the 
level of payments needed to persuade banks and other 
private lenders to participate in the GSL program-- 
principally the payment of interest while borrowers remain 
* in school and the special allowance arrangement that keeps 
GSL yields competitive with market rates--repre sen ts too 
great a drain on the Treasury, especially when interest 
rates are high. 



'The actual 1981 net default rate in the GSL program is 5.8 
percent (see Arthu M. Haupt^':an, "Student Loan Default Rates in 
Perspective," American Concil on Education Policy Brief, February 
1983, p. 4). This comp-r-es to a default rate of 13.3 percent in 
STiaii Business Lcjns (s U.S. Small Business Administr jttion, 
"Manr:?ement iEnforifiat ion oamm^ -y," April 1983, p. B-2) . 
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: Still another concern about the current set of loan 
programs is linked to posisible future financing patterns 
for institutions of higher education^ especially those in 
the public sector which receive state appropriations for 
the purpose of keeping tui t ions low. There have also been 
a nur; . M : of proposaiy -^ver time to raise tuitions, in the 
yjbixc sector so that Price will more closely reflect the 
costs of providing t^ • educational product. Often/ 
advocates of heightr -uition levels also propose an 

increased usage of ai.o 3o that those - individuals who wish 
to continue their participation in pos tsecondary education 
will be able to C5 sc in t -e face of higher costs. 

They further believe that the current loan programs could 
not accommodate thiu iype of change^r either because the 
cost to the federal government would be prohibitive or 
because lenders would not be willing to increase adequately 
the amount of funds they were willing to devote to student 
loans . 

For those v/ho voice these concerns^ the sb^utiow is to 
revamp the student loan structure. Propos&ls along these 
lines would have the federal government serve as both the 
source of funds--thereby removing the vagaries, of relying 
on private sector lenders^ and as the loan collector 
through the use of the tax system-- thereby insuring a 
sdbstantiai and permanent reduction in the default rate 
(unless more people decide not to pay their taxes). 
Advocates of this type of approach generally also propose 
tying loay. repayment schedules to the income of borrowers 
one they eave sch- \ so that repayment obligations will 
not -xcef.o *. oility ^ the borrower to repay. 

Advocates ov^r -art ing all over, however , face stiff 
insci tutior.J] resistance on* a number of fronts. First, all 
chose parties involved in the current set of programs point 
with pride t^ their track record and believe that scrapping 
the working engine for a mystery machine is not the: 
solution. Second, the Internal Revenue Seervice, which in 
most of these proposals would have the pr imary task of 
administering the new system, has steadfastly insisted that 
its job is to collect taxes, not loans, and has lodged 
considerable objections whenever the idea has been 
broached. Finally, c.nd p ruaps most telling^ trying to 
fr'^e up many billions of federal dollars to begin th^ 
>;yrocess of making loans, even if these funds will 
eventually be repaid with interest, is quite an undertaking 
v?hen annual deficits are runnin^ above $100 billion. To 
avoid^ this budge tary conflict , soine of these plans call for 
financing through federal borrowing which does not appear 
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on the federal budget (except for the interest on the debt 
incurred); This route, however^ runs into difficulties 
from those who want to establish federal credit limits to 
halt just this sort of budge tary end-run. In addition^ the 
cost of paving of f current GSL otDligations must be 
conr:;xdered in any new financing proposal. 

€xea £ x-o jv-- Q-£ ^ew- Tax — i^^c^n t i v e s 

The present tax code already contains a number of 
provisions that reduce tax liabilities to help families 
finance college costs. These provisions^ which currently 
cost the Treasury about $2 billion in loj^t revenues every 
year, include the extension of exemptions for college age 
dependents who are students^ the exclusion of scholarship 
and fellowship assistance from taxable income, and a wide 
range of devices that allow wealthy parents to shift income 
from themselves to their children, thereby reducing their 
tax liability. 

A number of proposals have been made over the years that 
would expand the range of tax benefits available for the 
family financing of college costs. The. three principal 
proposals now under consideration are th^. creation of 
tuition tax credits to offset partially the current 
expenses for students ir r>.'-i tsecondary educational 
programs ; deductions foi. contributions to special savings 
accounts that would be use<* to pay for the children's 
college costs ; and tax- c'ree income on investments in 
designated ecJ;icational : a /i-:q3 accou.. ^g, as recently 
p.'oposed by the Reagan AQr> . craticn . 

Tax provisions/ both those c,'. > exisc now and those which 
have been proposed, can be judged in a number of ways. 
Three criteria *-hat are frequently used to evaluate the 
merits of tax provisions in fields other than education 
are: 1) the amount of revenue lost to the Treasury because 
a tax provision is on the books; the ability of a tax 
provision to affect economic beh£. > lor r for exarni \» , the 
bang for the buck; and 3) the degree to which caxsavings 
are channeled to wealthier families^ generally referred to 
as the f a ir ness issue . 



*If no new loans are made in 1984 ^ it would still cost the 
federal government approximately $9 billion in outlays ever the next 
seven yea- 1 (see Steve Leifman, "Memor andum to President Ryder on 
GSL Costs," National Commission on Student Financial Assistance^ 
April 18, 1983, p- 1) . 
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Iriterestihgly enough, of the three t:iPes bi t^ropos^d new 
tax breaks for family financing of coiiege costs mentioned 
above/ none does wellon more than one of the three 
criteria used for evaluating the merits of tax provisions. 

Tax credits for current educational expenses appear to be 
the fairest/ particularly if the credit is refundable to 
families with little or no tax liability , but the amount of 
benefit offered is unlikely to affect behavior patterns and 
the revenue loss could be qui te substantial-~$l billion or 
more per year._ And if the amount of the credit is raised 
so as to have an impact oh behavior , the costs in terms of 
lost revenues could be astronomical. 

Tax deductions for savings would likely have a subs ^ntic? 
impact on behavior--the bang for the buck would be 
impressive if parents flocked to such accounts in : .ic same 
way the Indiviaual Retirement Accounts have caught on in 
recent years. But the revenue loss could be enormous--as 
much revenue could be .foregone through such a tax deduction 
as is currently sacrificed through all existing 
provisions. Moreover ^ the equity 6£ a tax deduction plan 
is suspect since only wealthier families can afford to 
invest large amounts in such a plan and these are the 
families, because of their tax bracket^ that reap the 
greatest tax savings. This equity obstacle can be lowered 
somewhat by requiring ti-at a portion of the investment be 
used to establish a scholarship fund for needy students.* 

The Administration's pi:r.'posai to not tax income on 
investments in designated educational savings accounts 
might be acceptable from a fairness perspective if the 
maximum contribution were lim7:ted to families with inc^^nros 
of $4O,GO0 or less, as the Administration has proposed. 
But_the tax loss could be substantiax once the program was 
in full swing; and it seems that the Administration has 
underestimated the number of families who would put 
something aside in one of "-t^ ese accounts some time befor*=* 
the child reaches college age^ And as a number of ' 
observers have already noted in the press/^ there is likely 
to be very little bang for the buck resulting from 
enactment of the Administration's proposal. Despite the 
Administration's protestations to the contrary, tlie 
tax-free income approach is very ii t tie different in ef f i , t 
from what currently is available to parents in the "-^orm ol 
gifts or trust arrangements that allow parents to shift 
assets to their children and thereby pay iittie oi no tax 
on the income from those assets . 



*For this program to be successful, it wbu3:d be necessary for 
parents uo rr.aKe long-term financial plans. The benefits of this 
program do not materialize for many yearsi 
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fhe foiiowing are synopses of existing or proposed alternative 
and suppiemehtai financing mechanisinsi Most of these plans were 
presented at Cominission hearings and are categorized below by type. 
Additional inf ormaLion was provided. by the U.S. Department of 
Education and the National Association of Independent Colleges and 
Universities. 
SxippX^-^ji-tal 

^Caj<- £xajnpj.-Fia ancing of -Ed4j^a4:ional Loan Programs--presen ted as 
^e^s^-imwy -by several witnesses , subcommittee hearing , Washington, 
D. C- 

Tax exempt bonds for student loans are used in three waysj to 
guarantee loan certainty to students eligible for the federal GSL 
program but unable to find a cominercial lender willing to make a 
loan; to provide a secondary market for GSLs, which creates the 
investment liquidity necessary to encourage the continued 
pc.rtioipat ioiji of lenders in the states; and as a supplemental 
dternative to provide loans to students and parents who do not meet 
GSL rf^ tr ic tions and c-mnot obtain loans from other sources. 

State authorities issue bonds at low/ tax-exempt interest rates 

and use the proceeds to buy or make both federally guaranteed and 

1 

nonguaranteed loans. The money is issued to the institution which 
na^j the obligation to repay the author:' ty or bonQxiolder. 

More than 24 states issue bonds as a way of guaranteeing loans 
to s^ .dents eligible for GSLs but unable to find commercial lenders 
wiilin^T to make loans. As a supplemental program^ several states 
have loan authorities guaranteed by the institutions themselves. 
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iCLs may be described as providing a form of. 
insurancer-against high (in comparison to income) repayment 
burdens. The concept has also been compared to that of 
equity finance--the student may be seen ^as financing his or 
her education through the sale of participation shares in 
future income^ n^uch as a corporation financing operations 
through the sale of stock. The corporation anaj^ogy also 
applies to the characteristics of limited liability in the 
case of relatively unfruitful investments. 

I 

ICLs are a means of subsidizing (to the extent that.^ 
governmental subsidy of loans continues) students on the 
basis of future income--their returns to educatioh--r ather 
than parental income. Although there is a positive 
correlation between (current) family and (future) student 
income^, it is far from perfect^ and current programs may be 
criticized as subsicSizing students from lower income' 
families who will themselves earn high incomes. 

As described earlier^ ICLs are viewed by their proponents 
as a means of increasing the attractiveness of student 
loans (to both borrowers ahdj lender s) by perfecting the 
capital 'market^ rather than providing ,su<?sidies. To the 
extent thatthis is true^ ICLs could raise the efficiency 
of higher education finance. To the extent that loan funds 
become more widely available to students from families of 
~ all income levels^ and "deferred grants" (through repayment 
foregivehess or reduced repayments due to low income) are 
provided on the basis of - relatively low r^^ turns to 
education^ equity might also Jbe enhanced. 

Relatively unsubsidized (i.e.^^ mar ket interest ratd) ICLs 
might also avoid the problems "of _supply rationing 
experienced with the subsidized _GSL program. :: Wi,th students 
paying more of the full costs of .borrowing il "excess " demand 
for loan funds would diminish. There would also" be no need 
for complex needs analysis systems or their attendant 
administrative 'costs. 

it has also been argued that the ICL concept is in accord 
with increasingly popular notions of student independence 
and autonomy. The concept offers a means for student^ to 
become responsible directly for the financing of their 
education arid reduce their dependence on parents. Further , 
the substantial difficulty in dealing with independent ^ 
students under conventional aid or- lo:;,:i programs would be 
avoided . 

ICLs could reduce the disincentive to entering relatively 
low-paying yet "socially beneficial" occupations such as 
elementary and secondary education, the clergy , social 
workf etc. knowing that loan repayments would b^ 
commensurate with the more students might be' 

willing to enter these fields. 
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The reduced repayment levels' also might compensate for the 
lower average incomes of _ groups who may 'suffer from lai)or 
market discrimiriatioh--blacks> Hispahics, arid women. 

The concern about the long-term "burden" of ICLs may be 
said to be somewhat displaced. Those who focus on th.e 
total repayment amount over a, period of 30 years or more 
generally' bvefiobk the appropriate discounting of those 
future payments (to^ account for a positive rate of time 
preference and probable inflation) to'establish the much 
lower present discounted value of those totals. The 
portion of repayments constituting repayments could be 
deductible for federal income taxes -(for those who 
itemize) i Further, as delineated by Raymond and Sesnowitz, 
the level of repayments contemplated in any proposed ICL 
plan would not substahtiaiiy reduce the net returns to 
higher education enjoyed by graduates. 

'perhaps\ most significantly^ extension of repayment periods 
and proyision for low. income insurance jin terms of 

' repayment burdenj would make feasible the removal of 
interest subsidies from goverrimefttaiiy guaranteed loans 
jalthdugh mahX-lCfc proposals *would not remove interest 
subsidies) . If this were done, governmentai'^costs could be 
limited _to those associated with ultimate risk bearing (in 
cases of death, disability or default) and--if 
desired--collection costs or costs of federal lioan 
intermediary activities (as under taken currently by the 

"Student Loan Mar ketirig Association) after a start-up 
period . The start-up period would involve costs for 
initial capitaiization^and in-scnool interest payments. 
(Iri-school interest need not be paid by the government; it 
could accrue while students are in school and.be repaid by 
them, but it is generally assumed that the government would 
have to cover costs until repayments by students begin.) 
Thus, an lefc program could be largely self-sustaining after 
a number of year s, pbtentiaiiy resolving » the current 
"crisis** over federal costs of the GSL program. . 



Possible Disadvantages of income Car 

As brie might expect for a concept representing a radical 
departure from ebh^^eritibriai practice, a concept .considered 
and rejected by pbiicymakers and legislator s of ten in the 
past, income contingent loans have numerous possible 
disadvantages^ Perhaps the most Basic^is the difficulty*^ in 
attributing future iriebme--ei ther in the aggregate or 
specific increments theretb--specif icaiiy to eSucatipnal ' 
investments^ Sever ai studies have found the overall 
correlation between education (considered as a homogeneous 
entity) plus age and income to be weak. If this is^true, 
then ICLs might be considered appropriate only on an ' 
"ability-to-pay" but not on a "benefit" basis. 
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Eveh if earnings were considered to be substantiaiiy 
determined by education^ it would be inappropriate to 
^consider pro||erty or other income not derived from labdr^ 
" yet it is y^ry difficult_tQ separate income by source^ 
especially in the case of income from sole 

proprietprlhips. Thete also arises the problem of dealing 
with individuals who have no marfeet income but are married 
to people vho doj it would seem inequitable not to require 
payment from such people^ yet it is difficult to argue that 
the income of their spouse is a return to the Sorrow's 
education. j[aside from the "negative dowry"^ aspect of such 
cases) ._ Also/ aswith any income "tax^" a negative effect 
oh the labor supply pf borrowers is probably (though of 
uncertain magni tude> especiaiiy if borrowers have - "backward 
bending" labor supply functions, which couid imply 
increased iabor supplied in response to reduced net 
earnings over certain earnings ranges) . 

In terms of gpverhmentai costs^ there is no guarantee that 
these would not be very substantial^ either initially or in 
the long-run. Especiaiiy if no "arbitrary" limit is to be 
placed oh loan amounts--except that t^ey be no more than 
the costs of attendance--these governmental obligations 
could he quit:6 large though also quite uncertain. And the 
"break-even point" for the portion of costs to be covered 
by loan repayments could be many years away. 

Only market^ not "psychic" or other forms of non-market 
income/, or fringe benefits^ would be consid^rgd as the 
basics fo? repayments. Graduates would have an incentive to 
enter careers with low market, but high' non-market 
rewards--callege teaching^ for example. Employers would 
have ah incentive to of fer compensation in the form of 
fringe benefits rather than direct payments. This would 
reduce the financial health of the revolving- repayment 
funds. Further, if one accepts the implication from 
economic theory that market, incomes reflect the marginal 
productivity of the labor performed, this would have a 
negative effect on aggregate social products 

!Ehe negative effect oh governmental, parental, and 
philanthropic contributions to higher education 
institutions is inestimable but could be very substantial. 
Students and their education might be perceived as needing 
ho assistance from such sources, aithoagfh they currently 
provide the majority' of college revenues. (The specific 
issue of deveiopmeht. of higher tuition policies is 
developed further below.) 

The insurance analogy applies quite imperfectly to IGLs. 
This analogy would imply either that all students have 
identical "ex ante" _ incomes (i.e.,. same predictable future 
incomes as estimated at the beginning of the schooling 

; ir 



peribg) ^ or that students should be "risk rates" with 
payme>it of insurance (or interest) prerniurns cbininensuf ate 
with the ievei of risk (or low incomes). In practice, "ex 
ante" incomes vary substantially with student 
characteristics and .choice of major/career field. Risk 
rating^ since it would take into account such factors as 
race and sex, would be theoretically satisfying but 
politically unpalatable. As a result, ICLs would resemble* 
less insurance than subsidy of those with lower "ex ante" 
incomes (e.g. , minorities, women, less talented students, 
those cho^osing lower paying occupations) by those with 
higher (if a mutualized plan) or the tax-paying public (if 
externally subsidized) . And with respect to the equity 
financing analogy, direct and explicit "share of profit" 
contracts are far from common in borrowing for investment 
in hoh-huinan capital. 

A primary reason for the limited term of GSLs is concern 
for the adminstrative costs, of loans made to mobile and 
financially inexperienced borrowers. ICLs, as frequently 
proposed, would compound administrative costs 
substantiaiiy. Unless federally administered and 
collected, either by^or in cooperation with the Internal 
Revenue Service jwhich would arouse major political 
concerns, especially ^in the current anti -bureaucratic, 
climate), the task of tracking borrowers over a much longer 
repayment period, continuously adjusting "market" payment 
ratesf would be tremendous. 

The intergeneratioh effects of ICL proposals have not been 
thoroughly considered by their proponents. Especi.ally 
during thfe transition period to ICLs^ when a generation 
whi-ch had^ its college costs largely paid by parental and 
governmental subsidies has substantially reduced 
responsibility for financing the education of their own 
children^ ::hese effects are likely to be substantial and of 
uncertain equity impact. 

( 

Because of their higher tuition levels^ a disproportionate 
share (in comparison with their enrollment share) of iCLs 
would be used by stydents attending non-public colleges, 
unless, the tuition-,setting policies of public colleges were 
drastically revised. And, whether or not tuition were 
dramatically raised at public colleges^ the" cost advantage 
of public colleges would Ixkely be reduced^ unless the leh " 
program were somehow constructed, to /favor public colleges 
ji.e., by placing loan limits at fail cost of attendance at: 
public schools but below this for students attending 
private schools)^. This prjc^babie effect appears to be the 
primary reason for (often vehement) opposition bf public 
college of f iqia'ls ; to* ICLs. Certainly, the current balance 
between public and pr.ivate .institutions of higher education 
would be substantially upset. 
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Finally/ it is not at all clear the ICLs would actually 
either perfect loan markets or make loans more attractive. 
The primary cost of higher education is a student's 
foregone earnings. No propsed ICL plan would provide loan 
funds to cover this cost^ except for the portion thereof 
representing subsistence (room and board) costs. Further, 
even though acting. in ah "economically irrratiohal" way, 
many. students are likely to be repelled by the high 
cumulative/ uhdiscouhted total costs of leij repayments* It 
has been argued (although the empirical data seem limited 
to a few surveys) • that _this is especially true of students 
from poor or' minority families, who also are said to have a 
"cultural aversion to undertaking largely long-term loan • 
obligations." This is particularly ironic (to the extent 
it- actually would apply) since it is these groups who are 
the target behef icaries of .most proposals to increase, 
access to higher education. , , 

Income-Dependent Education Assi^tancfe Ac t--presehted by 
Congressman Thomas Petri , subcommittee hearing, Washington, D.C. 

This proposal has recently been introduced as legislation in 
the House of Representatives. (H.R. 3176 and S. 13B6) by Congressman ^ 
Petri as a supplementary loan program. 

Under this proposal: 

Students may borro-w up- to $40,(500 total ($2>50O per ye-ar 
for undergraduate borrowers 'and $10,000 per year for ' 
graduate borrowers) > but any amounts borrowed under other 
Title IV, federal loan programs are subtracted from these 
limits. 

Borrowers * accounts are charged, interest each year at the 
average 91-day Treasury-bill rate for the year plus 2 
percent, but in no case more than 14 percent. 

- _ - . _" 

The annual repayment for a given year variesr according to 

current income and the amount borrowed under the program. 

Thi3 amount is derived from income tax rates* and is 

collected by the Internal Revenue Service. ' ^ 

The annual repayment schedules are derived from marginal 
^ ' income tax rates, and include a minimum and maximum payment- 

amount for any combination of income level and p^t 
. borrowing . . • " • * 



A cost analysis on tl\is. proposal is currently being 
conducted by the U.S. Depai^meht of Education. \ See Appendix D, 
excerptL f rpm_letter _:f rom Congressman Thomas E. Petri t6_ . . 
Mr. Keifceth Ryder ^ Chairman Subcommittee on Sources of Funds. 
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I^ost borrowers would repay their loans with interest in 12 
to ±8 years. 

Borrowers with high post-school incqrties could pay higher 
effective interest rates up to a rnaximurn of 1.5 times the 
standard T-biii plus ,2 percent rate^ the higher the past 
borrowing of an individual and the higher the average ' 
T-bili-plus-2 percent rate, the less likely that a 
high-income pej^son would actually pay the "buy-out" rate of 
1.5 times the standard rate prior to being in repayment for 
12 years. 

Low income borrowers who have not repaid their loans after 
30 years would be excused from further obligation. 

No borrower will owe more than 15 percent of his Qr her 
income as an individual taxpayer in any gi\en year, and no 
couple filing jointly will owe more than 15 percent of ^ 
their joint income on their joint IDEA debt. 

Nq neans test or loan . origination fee is required. 

Initial capital comes from federally (taxable) guaranteed 
bonds sold by guarkhty agencies and repaid from borroweri^ ' 
repayment amounts deposited in a trust fund set up under 
this proposal. 

The IDEA program will be administered by the Defjartraent of 
Education. This includes information exchange with ' 1 
institutions and establishment of computerized obligation 
accounts. The sole role of _ the Treasury is to specify the 
general form of the federally-guaranteed taxable bonds 
issuable by state agencies t9 fund the program. The 
Internal Revehus. Service also retains its role as a 
collector of IDEA repayments in conjunction with the 
coiaection of income taxes, with the Department of 
Education crediting the amounts reported By the IRS as 
received to borrowers' accounts. 



IDEA provides for the voluntary conversion of Title iV loan, 
obligations into_ consolidation IDEA obligations so that a 
borrower may apply the 15 percent of income cap on annual 
. repayments to o^her federal loans. 

Bbrrowiqs limits and repayment schedules are indexed for 
- inflation. ^ ^ • • - 

J . _ _ * ^ __ . 

* Private Sector Loan Pr pgr am--submitted by the— Ceii^er fffle^ 

i 

Mediation in^igher Ed Aj^ation , subcommittee hearing, Washington, D.C. 

Thi^ is a proposal to augment the GSL program by using 
corporations ancf foundations as guarantors, similiar to the way the 
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. federal :government curre^ntly guarantees student loans. Like the 
GSt^ such a proposal jvould of fer leverage i/h the use of eapitai> 
providing more assistance per dollar invested than other assistance 
programs. \ 

Bised^on the current 5.8 percent hetdefault rate on 
federally backed Guaranteed Student Lo'ans^ and allowing for 
a margin of safety^ the proposed loan program would require 
a_iO percent reserve to cover defaults/ That would mean a 
corporate or foundation guarantee of $10,000 could make 
available $100^000 in loan funds. 

Private sector willingness and national availabilty are two 
variables which need to be addressed. ^ 

£mpl^yj[i^n4: Based Tuition Aidr-presented by the National 

l^^titute for Work and Learning , subcommittee hearing, Washington, 

D.C. ' , . ' 

Employment-based tuition aid has been an untapped resource 
for student financial assistance. An employment based 
tuition aid plan is any formal arrahgemieht through which a 
company offer's assistance to 'its employees to pursue 
education or training.. A plan may be designed and 
administered by ah employer as part of a human resource 
development program, as part of a regular benefits package, 
or as part of a collective bargaining agreement between 
"Union . and management There are three basic types of 
emplbyment-based tuition aid plans: training funds, 
educational leaves,^ an<i tuition p ymenti Under Training 
Fund Plans , thd employer contributes a fixed amount 5f 
money per employee, (based on an agreed formula) into a 
central fund. The fund is then used to finance educational 
an^ training programs for employees. The objectives of 
most training fund^ are to improve per f of manee , upgrade 
skills an<a retrain employees. 

_i_ __ __ _ _ __ 

• ^duea^ional Leave Plans offer employees time off for 
educational; pur suits. The leave may be for an extended 
period of time (up to three years insome eases). Most 
employer-sponsored paid educational leave programs are 
limited to professional, technical, and management 
petsonnei; 

• " -» 

Tuit^ioh Payment Plans are by f arl the most common form of 
educational assistance made available to employees by their 
employers. Under these plans, all or part of the tuition 
and related expenses are paid for by the company. 
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Over eighty percent of companies wi th 500 to 1/000 
empioyees of fer tuition aid to their eini)loyees. Fpx larger 
companies the percentages are even higher ^ with 92 percent 
of companies with 1. 000-l(\, 000 and 95 percent* of companies 
with more than 10^000 employees having plans. 

About $6 billion is committed annually for tuition 
assistance through unilaterally offered company plans. 
Another JiOO million to $1 billion is committed annually 

' through 'plans that are collectively bargained between 

unions and management. However, it is estimated that only 
$275 million is annually paid but under unilateral company 
plans with $20 million to $40 million used under' negotiated 

' plans. For the'lasf decade be tween 3 percent and 5 percent 
of eligible employees used their tuiti,on aid plans. For 
blue collar employees the rate is between 1 percent and 2 
percent. In other words, about 1.5 million employees use 
their tuition aid plans ahhualiy- 

Despite the wide T^vailability of employment based tuition 
aid, the use rate. has remained low. The reasons usually 
' given for such a low rate are the /lack of information and 
the lack ^pf CQUhseling. Most employees do. not know they 
are eligible for tuition assistance and educational' and 
career counseling is not available to most employees. 

New Loa n Prog rams 

Direct Funding of Student Loans Through Tax -Exempt Pap^^^ 
presented by Commissioner Richard E. Kavanagfa ^ subcommittee hearin"^ , 
Washington, D.C. 

The Department of Education is currently .conducting a cost 
analysis of this proposal. This proposal contains the following 
provisions: 

Origination ^ The fun§s raised by this method would be lent 
by institutions - to students or parents at a cost which 
reflects the cost of^fuhds raised. The annual cost would 
be below 7 percent to students, with no federal subsidy 
other than the lost tax revenues. Two separate loan 
programs would continue (that is, student ant3 parent loan 
programs) • ' 

Servicing . Students would be permitted to defer the ; 
payment of principal and interest while in school. The 
interest woulQ accumulate until school attendance is 
terminated. Parents would begin repaying their loans. 
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principal and interest within 60 da^^l^s of borrowing the 
mon5y»' All iiicdrne ilinitatibns would-be removed inasmuch as 
the cost of the funds _the corporatiblS raises would be 
passed on tbthe benefiting student or -parent. The o^ly 
cost to the federal government would be that associated 
with uncollected loans and even, this cost might be removed 1 

Cbllectibh . The colLBc4:ibn would be ih the form of loan - 
enforcement by the Internal Revenue Service after aii other • 
collection efforts haye failed. "This proposal for funding 
student loans with "educational paper would be similar to ■ 
the method 'Used tb raise mbney for public housing. in the 
case of public housing r short-term^ government instruments 
{"Project Notes") are usdid. .Project notes are the only 
"AAA" short-term tax-exempt direct obligation of the tJiS. 
gbvernment in the market r and are the standard in terms of 
quality of risk by which all other short-term^ tax-exempt 
bbligations are priced.^ Andther relatively : hew instrument 
gaining wid© acceptance -is . tax-exempt coimnerciai paper . 
The parallel between tax-exempt^ eomiherciai paper and 
educational paper is suggested because thifi kind of 
security^ in its. short history^ has produced the lowest 
interest rate on a consistent basisi . 

Tax-exempt eommereiai paper could be federally guaranteed 
and issued for 36^ 45r 60 or -9fl days. eommereiai paper can 
be taxable (if issued by a profit-making corporation) or 

tax-exempt if issued by a public body such as a _^ ' 

municipality r state atithority or. the federal governmenb. 
Currentlyr the taxable commercial paper debt is about. $100 
billion. In the $100+ billion marketr some. $10 billion 
rolls over--that isris ref inanced--daiiy . The tax-exempt 
market for commercial paper is^ between $2 and $3 billion. 

Twenty-eight states in 1981 issued about *$i billion in 
tax-exempt secu;:ities. to support state secondary markets 
for Guaranteed Student Loans. The educational paper drawn 
directly by the new issuer would obviate the need for this 
state activity. 

The prbposecf educational paper method of financing, student 
assistance cbuldybver time ^ shift the approximately $30 
billion in guar ahtee<3 loans iield by investors (Sallie Mae, 
state secondary mairkets? cominerciar banks and others) to 
this ne^ investment fbrm. In other words, the present 
spectrumbf taxable and tax-exempt security that supports 
student loans would -gradually be_ converted to educational 
paper. The butstandirig student Ibahs . held by commercial 
lehders^or the Student Loan Marketing Association Cjould be. 
acquired. Students in schojDl receiving the "in-sehool 
subsidy" would be given the option of participating in the 
new "direct loan program" in anticipation o£* paying a lower 

■las 
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interes.t cost when they enter repayment status^ fhe of fset t^ 

.lower rate is that they would be reijuirpd to pay ann'uai'ly t^e^ 

interest on' ' their loans while in school (7 percent annually on 
$10^000 is only $700). 

The fundjs . could bej^lentjto students or parents at between 
1/8 percent and l/4\ per^ht over the cost of the money 
raised. In today's rponey market^ the corporation couid^ 
borrow at around 4 percent (the fiscal yfear 1981 average 
would have been approximately 7 percent to 7 1/8 percent) . 
Thus/ students and their f amiliescouid be affered loans 
for an entire year for approximately 7 1/4 percent to 7 1/2 ' 
* percent i This extra 1/8 percent to 1/4 percent charge " 
would cover administrative costs of the program.' 

Single Subsidized Need -Based Pr agr am- -pre^enEed^y^Dr^ -Bruce 

Johnstone^ President^ State University of New York^ Bu£fja±S , 

subcommittee hearing^ WasHihgtoh^ D.e.. 

This proposal contains^ the foliovirtg provis4ohs: 

.__ ^ ' ' 

A needs test would provide sufficient income for any 
student whose parents ^re meeting their determined 
respohsibility. There would be a single set of tdrms, a 
single ruhhihg account/^ for each borrower, and* a single 
repayment schedule once' the student 'enters repayment . 
Annual and aggregate loan limits could depend on the level 
• of education and the kind bf program or school; (Borrowing 
; would presumably increase consider ably at the graduate and 
advance professional level, when parental responsibility is 
thought legitimately to leaseri.) The interest rate should 
be below' market rate , but' hot so much as ^to distort 
borrowing behavior i 
_ ^ 

The repaymetit schedules should provide longer terms for ^ 
larger debts and shorter terms. for smaller onesi Borrowers 
whowishto do so shouldbe able to repay according to ^a 
graduated repayment schedule, with smallest payments in 
early years ajid larger payments later oh, when earnings 
should be * higher ; Repayments should be fixed, but with 
.provision for refinancing amounts due in excess of some 
maximum percent* of current earnings. f,, ' 

Supplemental, loans^ at approximately market rates,: shouJLd 
be made available for parents and for certain students who 
require more loan assistance than is calculated to be their 
"need," but whose requirements are not such as to warrant 
the regular^ subsidized student ioahl The federal role in 
supplemental lending should be the provision af guarantees 
, and. policy guidelines; all other stages of supplemental 
^ lending should be left to the banks or other lehders. ^ 
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Student loans should be obtained front the campus loan 
office^ much as are the currentNDSLS/ or frpm some 
alternative local originator. Loan amount should be 
limited to demonstrated need. Campus lending would be 
subject to post audits and campuses in violation would lose 
^ authority to originate loans. 

Capital for the_ need-based student loans would be provided 
by* the Student Loan Marketing Association (SEMA)- or some 
similar Agency that in turn secures its funds through thfe 
issuance of paper or access to the Federal Financing Blank. 
Custody of the loan agreement' would remain with the coiiege 
(pr_ other, originating lender) but ownership would pass to 
SLMA. SLMA (or whatev^^ other agency performed such a 
role) would provide an advance on a certain portion of 
anticipated lending/ the remainder to be ;sent when 
originating loan transactions had been received and 

post-audits performed. 

r 

Servicing and collecting would be the responsibility of 
SLMA or such other agency as the Congress may devise to 
serve, as the lender of record during th^ repayment period. 
Colleges wouLd not in general service ,the loans they 
originated. ' * ^ 

Ideally^ repayrafent be correlated with I§S 

withholding an<J filling. This would provide both more 
rigorous monitoring and collection, but also a means to , 
apply for refinancing of repayments that exceed a certain - 
upper limit peircent of income. 
S _ _ _ _ _ ' 

The role of the state agencies. in connection wi th the 
need-based guaranteed student loans would include handling 
pre-purchase agreements^ defaults, post audits, and 
monetary loan availability. The role of state agencies in 
connection with the bank-originated loans to parent? (and 
'to some students, in excess of their waiving subsidized ' 
loan amounts) would remain about what it is» at present. ' 

Tuition Advance Fund (TAP) --presented by^E>r .^ jbhn g^SiJLte^ , 

President, Boston University , subccJhunittee hear ihg Wadhing to"n, D.c. 

A cost analysis "bn this proposal is currently being 
conducted by_the Congressional Budget Office and the 
Department Of Education. ' Under TAF, any undergraduate 
degree-cahdidare in an accredited institution could be 
advanced moneyto pay for tuition, to a limit of perhaps 
$7,000 a year for four years- After graduatio'n, students 
would repay through a hew payroll withholding tax, 
administered by the Internal Revenue Service, on a slidin'g 
scale that might reach 6 percent of gross income at 
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maximum. Thiere would be hb repayrnent on incomes below a 
certain level--per haps $10,000 a year. This repayment 
would continue until one-and-a-haif times the "oraginal 
[amount]' had been repaid. This excess of repayment over 
advance would insure the Fund against the unemployment and 
early death of some of those who had gotten advances. ffri 
1977 the Bureau of the Census estimated that the average 
college graduate earned over' a lifetime $:a32,000 more than 
the average hjsgh school graduate. That is approximately 
$375^000 in 1982 dollars. The maximum TAF repayment 
obligati6'n---advance plus surcharge--would be about 12 
percent of this amount. The average TAF repayment 
obligation would.be no more than- 4 percent. In 15 to 20 
• years^r repayments to the Fui^d and . i-ts investment income 
shQ:uld reach a. leved sufficipnt to meet future cJaims 
against it. ' 

A student admitted to^degree candidacy at an accredited, 
college or university would be issued an account under his 
social security number. He would pay his tuition—or most 
^^ it--by presenting his account number to his butsar,' who 
would biii the Fund. After graduation^ when. he was \ 
employed and filled ouj; his W-4 form, h^ would check a box 
indicating that he had an -outstanding Obligation to the 
Tuition Advance Fund. His employer, would then deduct from 
his salary at the appropriate rate and remit the TAF 
payment to the U.S. '^Treasury along with income and ^social 
security tcix withholdings. Analagous prqcedures would 
cover the/^elf-employed. Collections would be managed by 
the Interjiai Revenue Service. ^ 

Tax Incentives 

Education^Sayihgs Accoun^t-^^pr^^nt.ed by U,S. Department of 
Education ^ subcommittee hearing, Washington, D.C. 

The Education Savings Account bill would permit parents to. 
, set aside up^_ to $1,000 per year for each child in savings 
accounts similar to IRAs where the interest and dividends 
earned, but hot the contribution^ would be tax free. This 
tax treatment would be extended to families with adjusted 
gross incomes not in excess qf $40,000 and partially 
extended/ oh a sliding scale basis, to families with 
adjusted incomes between $40,000 and $60,000. The other 
^ principal provi'sions of the bill are: ^ - 

o Contributions can be made in any year the child is ' 
under 18 years of age. 

. ^ ^ . 

... o_ Withdrawals for eligible education expenses can be 

made up to the year in which the. Child attains age 26-. Any 
ret^ned earnings at this point - lose their tax exempt 
statusi * • * 
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' d Withdrawals that exceed the level of eligible 

expenses in any given year would also be taxable. " 
f3rt-time students could only claim tuition 'charges. 

b A student would have to be enrolled in a 
postsecohdary degree or. certificate program for withdrawals 
to qualify^ and the institution the student attended would 
have to be one now eligible for participation in our Higher 
Education Act student aid programs. Graduate as well as 
undergraduate study coul<3 be financed in this way. 

o ESA funds would be subject to many of the same 
investment restrictions as IJRAs. 

The Treasury Department has estimated^ the revenue loss 
associated with introduction of ESAs at $13 million in 
1984, $69 million in 1985, and gradually rising to $392 
/ million in 1988. 

Tuitidn Tax Credits 

The following analysis is excerpted from TuitionTax Credits 
Issue Brief Number lB8i075 by Robert F. Lyke (k the Congressional 
Research Service: - 

A tax credit for postsecondary education tuition payments 
undoubtedly would benefit most students enrolled in 
^ . postsecondary education. As with an elementary and 

secondary tuition tax creclit^ some fjostsecohdary tuition 
tax credit money might be shif ted_tb the sehobis 
themselves, perhaps in the form of higher tuition charges. 
However, -irt contrast to elementary and secondary education, 
•where generally only families of students attending private 
schools could claim the credit, a postsecondary education 
tuition taxcredit would benefit nearly all stuSehts since 
public as well as private postsecondary institutions 
typically charge tuition. (According to the eoiiege Board, 
the average annual tuitidn charges at public four-year 
colieges^in the 1982-83 schoolyear is $979; at private 
four-year colleges it is $4,021; at public > two-year 
colleges it is $596; at private two-year colleges it is 
$2,486i) At the. present time there are approximately 3,100 
institutions of higher, education. ih_ the United States 
(about 1> 450 of them public and. 1^ 650 private) ; together 
they have approximately 12.1 million studants (about 9.5 
million of them in public institutions and 2.6 million in 
private institutions)^ Reliable data are not available on 
how many other postsecondary educational institutions there 
are' (such as proprietajry and vocational schools) , nor ah 
how many students tdiey have. 
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ftt present^ the federal government provides more than $12 
billion for postsecondary education in the United StiNates* 
Most of these funds' are made available through three^ large 
student assistance programi: Pell Grants (^'ySS budget ^ 
authority: $2. 4 billion)^ Guaranteed Student Loans (FY83 
budget authority for federal obligations: $3 .1 billibn^ 
PY82 new loan volume_based on funds generated from 
nonfederal sourses: $6.1 billion)^ and social security 

•student benefits {Fy81_ outlays for postsecondary students: 
approximately $1.6 billiohj , In addition, there ale 
various sinaller student assistance programs like 
Supplemental Educational Opportunity Grants^ National 

•Direct Student LoanSf and the College Worfc-Study ' Program. 
Funds for postsecondary education are also made available 
through grants from such agenciesas the national Seiehee 

Foundation and the Public Health Service. 

QpfxonBni^ of tuition tax credits argue that federal money 
for postsecondary student financial assistance should be 
channeled into existing, programs^ .not, new brxp^. They claim 
that this is particularly the case at* the present time 
since Congress is reducing the overall funding for sonie of 
the existing programs and the assistance elibibility levels 
for others. Opponents also point but that with the 
exception of social sedurity student benefits^ existing 
federal postsecondary student financial assistance prograSs 
are need-based^ thatis^ they typically limit the amount of 
money a student is_ eligible . to receive to his unmet costs 
of .attending school (legislation _has been enacted to phase- 
out social security student benefits _ for postsecondary 
students). Tuition tax credits vould^ not be heed-batsed: 
students or their families would be reimbursed Jfor part of 
their tuition payments regardless of whether the money is 
needed to pay for schooling (and regardless of family 
income) ; Opponents might cite Congressional Budget office 
figures showing that with a hypothetical $250 refundable 
credit covering 50 percent of jpbstsecohdary tuition cbst^ 
nearly 60 percent of the funds would go to f ami/lies wi th 
incomes greater than $30^.000 ^ nearly 30 perceryt would go to 
families with incomes between $15>Q0Q and $30^000 and only 
a little mor^ thanlO percent would go to families with 
incomes less/ than $15^000. 

P ro p on en4:s of tuition tax credits argue that the credits 
should not be compared directly with existing federal 
studeht financial assistance programs. Their purpose is 
tax":^relief for families overburdened by educational . 
expenses; they do not* so much modify principles underlying 
existing programs as supplement th^m. _ According to - 
proponents/ families paying postsecondary education tuition 
charges are' making an investment in education which the tax 
laws ought to encourage; the, fact that' the credi^would ^ 
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benefit some kinds of farnilies^ (i general^ those that pay more 
taxes) more .than others does not negate the need for giving them tax 
relief. .^It is sometimes pointed out that there are other provisions 
of_the tax code that benefit high income families, more- than low 
income families r_such as the deduction that is allowed for mortgage 
interest payments. Finally^ proponents of tuition tax credits 
stress that the^^amount of the tax credit (at least of a refundable 
taA credit) does not increaise with income^ as_ the amount would' with 
<^ tax deduction. As a fesult^ the credit would represent a higher 
percentage of income for a low income family than it would for a 
high income family. 
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ill. RECOMMENDATIONS AND POLICY OPTIONS ^ 



The following recommendations and policy options are based on 
the access and choice studiies conducted for the Commission's Sources 
of Funds Subcommittee. Although the studies conclude that student 
aid may indeed affe^^ access and choice ^ they also point out the 
growing difficulties of low income students in obtaining a higher 
education. 
' RECOMMENDATIONS 
ACHIEVING EQUAL EDUCATIONAL OPPORTUNITY' 
o A LARGE FEDERAL GRANT PROGRAM SERVING LOW- INCOME STUDENTS, SUCH ^ 
AS THE PELL GRANT PROGRAM SHOULD BE CONTINUED AND EXPANDED, 
CONSISTENT WITH THE FUNDING' LEVELS FOR OTHER FEDERAL STUDENT AID 
PROGRAMS. FUNDING FOR THE PROGRAM SHOULD MORE ACCURATELY REFLECT 

THE CURRENT COST OF ATTENDANCE FACED BY STUDENTS. THE COMMISSION 

_ _ ^ _ _ _ , J 

BELIEVES THAT '"HE CONTINUED EXISTENCE OF THE PELL GRANT PROGRAM ^ 
IS ESSENTIAL IP LOW- INCOME AND MINORITY ACCESS TO POSTSECONDAR^' 
INSTITUTIONS IS TO BE MAINTAINED. THE COMMISSION ALSO RECOGNIZES 
THAT FUNDING FQR PELL GRANTS OVER THE PAST SEVERAL YEARS HAS ' NOT 
BEEN SUFFICIENT TO ACCOUNT FOR HIGH INFLATION AND REDUCTIONS IN / 
OTHER STUDENT AID PROGRAMS. ' • 

1 ■ ■ ■ / ■ • . ^ 

*The State Student incentive Grant- (.SSIG) program is being 
examined By the Appropriate Balance subcommittee. ' 1 
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CAMPUS-BASED GRANT AND WORK-STtJDY HRSSRAMS SHOULD BE CONTiNUED 

AND EXPANDED, CONSISTENT WITH THE FUNDING LEVELS FOR OTHER 

FEDERAL STUDEN^T AID PROGRAHS^ FUNDING #0R THESE PROGI^S SHOULD 

MORE ACCURATELY REFLECT THE Ct^^MflT COST OF ATTENDANCE FACED^BY 

STUEiENTS) AND SHOULD CONTINUE TO BE TARGETED TO LOW- INCOME AND 

MINORITY STUDENTS TO 4iELP MEET iJNMET NEED. 

J -' - - 

MORE EMPHASIS SHOULD BE PUT ON WORK PROGRAMS LIKE COLLEGE 
WORK-STUDY AND COOPERATIVE EDUCATipN AS SOURCES OF STUDENT 
FINANCIAL ASSISTANCE. SIMILIARLY/ MORE EMPHASIS SHOULD BE PUT ON 
THE PRIVATE SECTOR. THE PRIVATE SECTOR CAN PLAY A PARTfCULARLY 
IMPORTANT ROLE BY PROVIDING BOTH EMPLOYMENT FOR COOPERATIVE 
EDUCATION RECIPIENTS AND EMPLOYMENT-BASED TUITION AID. 
NON-FEDERAL ASSISTANCE IS WELCOMED AND' FURTHER GROWTH OF THIS 
TREND IS ENCOURAGED. ^ ^ ' 

FUNDING FOR TiJIO PROGRAMS SHOULD BE MADE AVAILABLE TO AN 
INCREASED PROPORTION OF ELIGIBLE STUDENTS AND THE ROLE OF HIGH 
SCHOOLS, AND POSTSECONDARY INSTITUTIONS .IN MEETING THE NEED%,OF 
TRIO RECIPIENTS SHOULD BE INCREASED. ^ ' — 

POSTSEGONDARY. FINANCIAL AID INFORMATION SHOULD BE GONVESeD TO 
STHDSfatS BEGINNING IN THE NINTH GRADE. 

RULES GOVERNING THE TIMELY NOTIFICATION OF STUDENT FINANCIAL 
ASSISTANCE MUST BE OBSERVED. BSTA3LlSHiNG STABILISy IN STUDENT 
FINANCIAL ASSISTANCE PROGRAMS SHOULD BE A LEGISLATIVE, GOAL AND 
THE ENACTMENT OF A MASTER CALENDAR WOULD BE A' STEP IN THIS 
blRECTION. 
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: RESOLVING CONTRADlGTlONS O*' FEDERAL POBLiC ASSISTANCE AND COLLEGE 
OPPORTUNITf POLICIES 
o FEDERAL PUBLIC ASSISTANCE PROGRAMS, SUCH AS AFDci FOOD STAMPS 
. MEDICAID, AND PUBLIC HOUSING SHOULD BE ^REVIEWED BY CONGRESS WITH 

:^ 

AN EYE TO ELIMINATING VARIOUS EXISTING DISINCENTIVES FOR 
UNEMPLOYED AND POOR PERSON^ TO RECEIVE RETRAINING AND .EDUCATION 
TO ASSIST THE^^^1}^ REENTERING THE WOp:FORCE. BECAUSE OF THE 
FUNDAMENTAL CHANGES OCCURING' IN THE STRUCTURE OF OUR ECONOMY THE 
REMOVAL' OF SUCH DISINCENTIVES IS ALL THE MORE IMPORTANT. A STUDY 
UNDERTAKEN FOR THE COMMISSION AND INCLUDED IN APPENDIX B TO THIS 
REPORT SUGGESTS SOME OF THESE SPECIFIC DISINCENT±VES ^AND REMIDIES 
FOR THEM. ' ' " 

, OPTIONS * . 

As a source of funds, the subcommittee found the Guaranteed 
_ ' . ._ . ^ * ._ 

Student Loa>r— <GSL) program a very successful mechanism for 

delivering credit for student financial assistance. As a source of 

i 

leverage for additional money for student fin:ancial assistance, the 
program generates^ approximately $2 for every $1 of cost to the 
federal goverfiment • t;. 

From the borrowers perspective, the program is very cost- 
effective^ since they usually, pay in real terms an effective 
interest rate of close ^to zero, or in many cases, r^ss than zero. 

Evaluating all student financial assistance programs at one time 
points up the discrepancies among them. As a result of high 



EKLC 



114 



-105- 



subsidies' in the GSL program^ benefits to the borrower are 
substantial/ actually approaching a point at which ah implicit gr'arit 
is being; made to the student to induce him or her to borrow under 
the^ program. As other Commission studies suggest^ these benefits 
gOf on average^ to higher income families^ and it is probable 
therefore that one effect of the GSL program^ is to negate the highly 

• _ ^ _ ■ 3 

progressive distribution of federal subsidies under Pell Grants. It 
is likely that the growth of the GSL program skewed federal 
subsidies away from the disadvantaged , eroding thiv emphasis on 
equalizing educational opportunity. it should be noted, however, 
that these . subsidies are very susceptible to economic conditions. 
For instance^ every 1 percent increase in the treasury-bill 
increases the cost to the federal government between $250 million 
and $366 million. ' , 

Although the subcommittee founds that middle income families need 
assistance to attend higher education institutions, they do not need 
larger effective subsidies than poorer students; 

At subcommittee hearings a variety of options were presented for 
reducing costs in the Guaranteed Student Loan program^ They include: 

o Ghahgihg the current f^ixed interest rate of 9 percent to a 
variable rate tied to treasury bills. 

o Sharing the risk pf ftigh-market interest raties during the 
repayment period by combining the interest rate now charged to the 
student with the special allowance how paid by the federal 
government and splitting the to'tal between the borrower and the 
government. 

o ' 115 
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b Sharing the risk between tfie lender and the borrower. Under 
th^s • proposal borrowers would be required to pay. more and lenders 
would receive a lower yield during times of high interest rates. 

o Riducing the special allowance during the in-school period 
when the lender's servicing costs are minimal. 

6 Calculating the special allowance according to the size of the 
lender's student loan portfolio; payments to lenders holding a large 
volume of student loans might be reduced based on ""economies of sca:le 

o Calculating the borrower's repayment schedule contingent oh 
his or her income. 

Any change in the amount of the subsidy should be fair to th^ 
borrower arid lender alike. ^ 

4i« The subccjn^ has also held hearings on alternative financing 

mechanisms. Any new alternative loan program mUst be considered in 
the context of paying off current GSL obligations and raising 
initial capital for a. new plan. It is estimated^ that if ho new 
GSLs were made in 1984, it would still cost the federal government 
approximately $9 billion in outlays over the niext seven years. In 
addition, approximately $7 billion eagh year for the first few years 
would be needed as start-up capital for the alternatives that were 
examined. . 

The Commission supports the concept of tax incentives to 
encourage savings for educational purposes. However, such a plan 
should contain adequate incentives to savers and must not be. a, 
substitute for need-based programs. 

^ ^. '-) 
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The fdllbwing alternative and supplemental programs were examined 

by the subcommittee: ' s 

Direct Funding of Student Loans Through Tax-Exemfit^3aper 

presented by Commissioner Richaird E. Kavahaghi 
^ f . _ r __ _ 

The Department of Education is currently conducting a cost 

analysis of this proposal. This proposal contains the following 

provisions: 

Origination . The funds raised by this method would Be lent 
by institutions to students or parents at a cost which 

refl*ects the cost of funds raised; The annual cost would 

be below 7 percent to students/ with no federal subsidy 
other than the lost tax revenues; Two separate loan 
programs would continue (that is, student and parent loan 
programs) . * 

Servicing Students would be permitted to defer. the 
payment of principal and interest while in school. The 
interest would accumulate until school attendance is 
terminated. Parents would begin repaying their loans, 
principal and interest within 6(3 days of borrowing the 
money. All ihcome^limitations would be rem inasmuch as 

the cost of the funds the corporation raises would be 
passed on to the benefiting student or parent. The only 
cost to the federal government would be that associated 
with uncollected loans and even this cost might be removed. 

Collection . The collection would' be in the form of loan 
enforcement by the internal Reventie Service after all other 
collection efforts have failed; This proposal for_funding 
student loans with "educational paper" would be similar to 
the method used to raise money for public housing; In the 
^ oase of public housing, short-term, government instruments 

{"Project Notes") are used. Project notes: are^the only 
"AAA" short-term tax-exempt direct obligation of the U.S. 
government in the market, and are the standard .in terms of 
quality of risk by which all other short-term, tax-exempt 
obligations are priced. Another relatively new instrument 
gaining wide aecepitanee is tax-exempt commercial paper. 
The parallel between tax-exempt, commercial paper and 
educational paper is suggested because this kind of 
security, in its short history, has produced the lowest * 
interetst rate on a consistent basis. 
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Tax-exempt commercial paper couid be federally g^uarahteed 
, and^ssued for 36, ;45, 60 or 90 days. Commercial paper can 
be taxable (if issued by a profit-making corporation) or 
tax-exempt if issued by a public body such as a 
municipality, state authority or the federal government J 
Currently/ the taxable commercial paper debt_is about $100 
billion. In the $100+ billion market,. some $10 billion 
rolls xover--that is, is refinanced—daily. The tax-exempt 
:- ' market for. coiranerciai paper is between $2 and $3 billion^ 

Twenty^eight states in 1981 issued about $1 billion in 
tax-exeih£3t securities to support state secohdaty markets 
for Guaranteed Student Loans. The educational paper drawn 
directly by the new issuer would obviate the need for this 
state activity^ • _ 

The proposed educational paper m of financing student 

assistance coulcJ, over /time, shift the approximately $30 
faiiiion in guaranteed loans held by' investor s (Sallie Mae, - 
state secondary mar kets_, commercial banks and others) to 
this new investment form. In other Wbrds^ the present 
spectrum of taxable and tax-exempt security that supports^ 
studeat/ loans would gradually be_ converted to educational 
paper. The outstanding, student loans held by ebininerciai 
lenders or the Student Loan Marketing Association could be 
acquired. Students in school receiving the "in-schbbi 
subsidy" would_be_given the option pf participating in ithe 
new "direct loan program" in anticipation of paying a lower 
, interestJ cost when they enter repayment status^ The offset 
to this lower rate is that they _ would be required to :pay 
annually the interest on their loans while in school (7 
percent annually on $10,000 is only $700) . 

The funds could be lent to students 6r parents at between 
1/8 percent and 1/4 percent over the cost of the money 
'raisedi in todai^'s money market, the corporation could 
borrow at around 4 percent (the fiscal year _1981 average 
would have been approximately 7 percent to 7_l/8 percerit) . 
Thus, students and their families could be offered loans n 
for an entire year for approximately 7 1/4 percent to 7 1/2 
percent. This extra 1/8 percent to 1/4 percent charge 
would cover administrative costs of the program. 
Sin gle Subs idized Need-^asiad- Pr ogr ain ->-pr e sen ted by Dr. Bruce 

Johnstone, President*, State University of New York,. Buffalo. 

This proposal contains the following provisions: 
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A needs test Would provide suffici(§ht income for any 
student Whose parents are meeting 'their determined 
responsibility. There would be a single set of terms^^a 
single running account ^ for each borrower , and a single 
repayment schedule once the i-tud^nt enters repayment. 

Annual and aggregate loan limits could depend on the level 
of education and the kind of program or s.chool. (Borrowing 
would; presumably increase conside at the graduate . and 

advance professional levei^^when parental responsibility is 
thought legitimately to lessen.) The -interest rate should 
be below market 'rate, but not so much as, to distort 
borrowing behavior i 

^ The repayment^schedules should provide terms for 

larger debts and shorten terms for snia^ller ones. Borrowers 
who wish to do so should be able to repay according to a 
graduated repayment schedqle^ with smallest payments in 
early year s and larger payments later. -on, when earnings 
should be higher i Repayments should be fixed, but with 
provision for refinancing amounts due in excess of some 
maximum percent of current earnings^ 

^Supplemental loans, at approximately market r/ates!, shduldi 
be made available for E5arents and for certain students whb 
recjuire mere loan assistance than is: calculated to be thettr 
"heed," but whose reqtiirements^are not such as to warrariiT 
the regular, subsidized student ioan^ The federcil role in- 
suppleij^ental lending should be the provision of guarantees 
andpolicy guidelines; all beher stages of supplemental 
lending should be left to the banks or other lenders. 

Student loans should -be obtained from the campus loan 
office, much as are the current NDSLs, or froln some 
alternative local' originator i Eoan amount should be 
limited to demonstrated need i Campus . lending would be • 
subject to post audits and campuses in violation would lose 
authority 'to originate loanSi 

Capita! for the heed-based stadehf loans would be provided 
by the Student Loan Marketing Association (SLftIA) or some 
similar agency that in turn secures its- funds through the 
issuance of paper or access to the Federal Finaricing -Bank . 
Custody of the loan agreement would remain with the college 
ibr_ other originating lender) but ownership would pass to 
SLMA. SLMA (or whatever oth^er agency performed such a 
role) would provide an advance oh ^ certain port-ion of 
anticipated lending, the remainder* to be sent when 
originating loan transactions i^ad been received and 
post-audits performedr^ 
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Servicing and collecting would be the responsibility of 
SLMA or such other agency as the Congress may devise to * 
serve as the lender of record during the repayment period. 
Colleges would not in general service the loans they 
originated. 

Ideally, repayment shbuld'_be correlateca with iRS 
withholding and filing. This w^ld provide both fnore 
rigorous monitoring and collection^ but also a means to 
apply for refinancing of repayments that exceed a certain 
upper limit percent of income. 

f , \ : 

The role of the state ^genci^s ih' cohhectioh with the 
need-based guaranteed student loans would include handling 
pre-purchase agreements^ ' defaults^ post audits, and 
monetary loan availability . The rol^ of state agencies in 
connection with the bank-originated loans to parents (and 
to some students/. in excess of their waiving subsidized 
loan amounts) would remain about what it is at present. 

Income-Dependent Education Assistance Ac t --presented by 

Congressman Thomas E. Petri. 

— _. __ " ' 

This proposal has recently been introduced as legislation in 

the House of Representatives (H.R. 3176 and S. 1386) by Congressman 

Petri as a supplementary loan program. A cost analysis on this 

proposal is currently being conducted by the U.S. Department of 

Education. 

Under this proposal: - jr 

_ _ _ _ > 

Students may borrow up to $40,000 total ($2/500 per year 
for uhdeirgraduate borrowers and $10/000 per year for 
graduate borrowers) / but any amounts borrowed under other 
Title^V federal loan programs are subtracted from these 
limits. 

Borrowers* accounts are charged interest each year at the 
average 91 -day Treasury-bill rate f or . the year plus 2 
percent/ but in nc^^^g£S(B^ore than 14 percent. 

The annual repayment for a given year varies according to 
current income and the amount borrowed under the program. 
This- amount is derived from income /tax. r^tes and is 
collected by the Internal Revenue Service. 
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The annual repayment schedules are derived frdm marginal ' 
income tax rates, and include a minimum and maximum payment 
amount for any combination of income level and past 
borrowing. , • < 

W<^\borrowers would repay their loans Wi«i^ interest in 12 
to la" years. ^ 

Borrowers with high post-school incomes could pay higher 
effective interest rates up to a maximum of 1.5 times the 
standard T-bill, plus 2 percent rate^ the higher tire past 
borrowing of an individual and the higher the average . 
" T--bill-plus-2 percent rate , the. less likely that a 
high-income person would actually pay the "buy-out" rate of 
1.5 times the standard rate prior to being in repayment for 
12 years. ^ 

Low income borrowers who have not repaid their loans after 
3d years would be .excused from further obligation. 

No borrower will owe more than 15 percent of his or 
income as an individual taxpayer in any given year, 
couple fil.ing jointly will owe more, than 15 percent 
their joint income on their joint IDEA debt. 

No means test or loan origination fee is required. 

Initial capital comes from federally (taxable) guaranteed 
bonds sold by guaranty agencies and repaid from borrowers* 
repayment amounts deposited in a trust fund set up under 
this proposal. ^ 

The IDEA program will be administered by th$ Department of 
Education: This includes information exchange with 
institutions and establishment of computerized obligation 
accounts^ The sole role ojf the Treasury is ,tb_ specify the 
general form of the fede|fally-guara^ taxable bonds 

issuable by state agencxes to fund the program. The 
Internal Revenus Service also retains its role as a 
collector of IDEA ^ repayments in conjunction with the 
collection of income taxes, with the Department of 
Education crediting the amounts reported by the IRS as 
received to borrowers'' accounts. 

IDEA provides for the voluntary _cohversibh of Title IV loan 
obligations into consolidation IDEA obligations so that a 
borrower may apply the 15 percent of income cap on annual 
repayments to other federal loans* 

Borrowing limits and repayment schedules are indexed for 
inflation. 
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Erogx am - -presented by the Center for ^ 



Mediation in Higher Education. 

^ This is a proposal to augment the GSL program by using 
corporations and foundations as guarantors, similiar to the way the 
federal government currently guarantees student loans. Like the* 
GSL, such a proposal would offer leverage in the use of capital, 
providing more assistance per dollar in^sted than other assistances- 
programs. 

Based on the current 5.8 peircent net default rate on 
federally backed Guaranteed 'Student Loans, and allowing for 
a margin of safety/ the proposed loan program would require 
a 10 percent reserve to cover defaults. That would mean a 
corporate or foundation guarantee of $10,000 could make 
available $100,000 in loan fuhdsi 

Private sector willingness and national availabilty are two 
variables which need to be addressed^ 

Tax Exe jnp4: Financing of Educational Loan Programs -^presehted as 
testimony by several witnesses. 

Tax exempt bonds for student loans are used in three ways: to 
guarantee loan certainty ""to students eligible for the federal GSL 
program but unable to find a corpercial lender willing to make a 
loan; to provide a s'ecbndary market for^GSLs/ which creates the 
investment liquidity necessary to encourage the continued 
participation of lenders in the states; and as a supplemental 
alternative to provide loans to students 'and parents who do not meet 
GSL restrictions and cannot obtain loans from other sources. 

State authorities issue bonds at low, tax-exempt interest r< 
and use the proceeds to buy or make both federally guaranteed and 
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nonguaranteed loans- The money is issued to the institution which 
has the obligation to repay the authority or bondholder.. 

More than 24 states issue bonds as a way of guaranteeing loans 
to students eligible for GSLs but unable to find commercial lenders 
willing to make loans. As a supplemental program, several states 
have loan authorities guaranteed by the institutions themselves. 

Among supplemental proposals, tax-exempt educational loans have 
become one of the most popular mechanisms for financing student 
loans. However, the limited number of institutions which have h4d 
early and successful experiences using the tax-exempt bond market to 
obtain supplemental loans have been high cost, independent, wealthy 
institutions with large endowments. These institutions have the 
financial strength heeded to back bonds and guarantee loans issued 
at a rate low enough to make attractive^ market-competitive student 
loaris. Smaller, less well-endowed institutions are not as 
creditworthy, and even if they are willing to participate, may be 
unsuccessful because bonds issued on their behalf cannot be sold at 
a rate low enough to make subsequent loans attractive to. their, 
students. 

Tuition Advance FUnd (TAF) --presented by Dr. John R. Silber, 

President, Boston University. 

A cost analysis on this proposal is currently being 
conducted by the" Congressional Budget Office and the 
Department of Education. Under TAF, any undergraduate 
degree-candidate in an accredited institution could be 
advanced money. to pay for tuition, to a limit of perhaps 
$7,0QG a year for four years. After graduation, students 
would repay through .a new payroll withholding tax, 
administered by the Internal Revenue Service, oh a sliding 
scale that might reach 6 percent of gross income ct 

> 
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maximuih. There wcmld be_ nb^ repayrneht on .income^ below a 
certain level--perftaps $10^000 a year^ This repayment 
would continue until bne-and-a-half times the original 
[amount] had been repaid, __ This excess of repayment over 
advirice would insure the Fund against the urieit^lpyment and 
early death of some of those who had gotten advances.' In 
1977 the Bureau of the Census estimated that the averag§ 
college graduate earned over a lifetime $232,000 more than 
the average high school graduate. That is approximately 
$375,000 in 1982 dollars. The maximum TAF repayment 
bbligatiori--advahce plus surcharge--wo.uld be about 12 
percent bf this ambuht. The average TAF repayment 
obligatibh would be no more than 4 percent ^ In 15 to 20 
years^ repayments to the Fund and its investment. income 
should re?ich a level sufficient to meet future claims 
against it. 

A student admitted tb degree candidacy at an accredited 
college 'or university would be issued an account under his 
social security number. He would pay his tuition--6r most 
of it^-by presenting his account number to his 'bursar , who 
would bill the Fund. After gr aduat ioh, when he was 
employed and filled out his W-4 form, he would check 'a box 
indicating that he had an outstanding obligatiQn to the 
Tuition^ Advance Fundi His employer would then deduct from 
his salary at '.the appropriate rate and remit the TAF 
payment to the U. S;^ Treasury along with income and social . 
security tax withholdings i Anaiagbus procedures would 
cover the self -employed i Golleetiohs would be managed by 
the Internal Revenue Service. • 
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INDEX OF SELF-HELP EFFORT REQUIRED TO PAY FOR 



Private Institutions^ 



Year 

1963 
1964 
1965 
1966 
196? 
1968 



1970 
1971 
1972 

1973... 
1971 
1975 
1976 
1977 
1978 
\19T9 
1980 
1981 
1982 
1983 



Mlhiiiiuin 
Wage 



Universities 

' '• Index of 
Tuition Hours of Self-Help 
.ROoiii and Work . Effort Required: 
' Board Required 1963-1965 = iOO 



Tuition • 
Room and 
Board . 



Hours of. 
^ Work 
'Required 



[ndex of 
Self-Help 
Effort Required: 
1963-1965 = 100 



^ 1 Art 


to 1 AC 




lUO 


f 1 , f 


1 7fin 




1.15 . 




1 nic 






1 R7it 


\Qft 


1.25 


2|3lo 

0 Met. 

2,156 




AC 






Is 


1.25 


1,965 


1AA 


0 AA7 




ini 
10] . 


1 M 


2,515 


1 ,01(5 


AO \ 

93 1 


0 1 Ah 


1 CAO 


oil 

t ^- 


i.bO 


2,673 


i|0 (1. 


85 


0 0fl7 

2,20/ 


1 llOQ 
1 




1 fifl 


1 


77 V 


2.1120 


1.513 


1 95 


1.60 


3,1^3 


1,977 




2,599 


1,621 


102 


1.60 


3,375 


2,109 


168 


2,718 : 


1,718 , 


108 


1.60 


3,512 


2,195 


112 


■ 2,931 


1,-831 


115 


1.60 


3,717 


2,323 


115 


...3,019 


1,900 


119 


2.00 


»»1,076 


2,038 


^ 161 


"3i156 


1,578 


99' 


2.10 


1,167 . 
1,817 


2,127- 


109 


3 1385 


1,612 " 


101 


2.30 


2,107 


108 


3,562 


1,519 ■ 
1,138 


97 


2.65 


5,193 


1,960 


■ idd 


3,811 


90 


2.65 


5,601 


2,115 


108 


• 1,123 


1,556 ■ 


97 


2.90 


5,888 


2,030 


m 


1,699 


1,620 


161 


3.10 


6,566 


2,118 


108 


5M 




166 


3.35 


7,139 


2,221 


113 


5',919 


1,776 


^ 111 


3.35 


8,183 ^ 


2,113 e ' 


125 e 


6,511 e 


1,953 e 


122 e 


3.35 


9,001 e 


2,687 e 


137 e. 


7,198 e 


2,119 e . 


131 e 



Note: e =' estimate 
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Based on the numbers of .liours working at the legal niinirauin wage required 
to pay for college tuition, room, and board. 

New series. 



Source: National Education Ihdiistry Grpup^ Coopers S Lybrand, based on coMege cost data 
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INDEX OF SELF-HEbP EFFORT REQUIRED 'tO PAY FOR COLLEGE* 



Public Institutions 



J' 



Jitolvefsltles 





.Legal 


iQUion 
Room and 




wage ___ 


Doarct 




il 


$ i ,02o 




lie 


1 n c 1 

1,051 






1 n c 1 

1 ,05i 




IOC 


1171 


1QA7 




1 inn 

1,199 




1 An 
1 .DU 


1,215 




1 .OU 


1,3.62 


i07n 


1 An 


1,'177 


1071 


1 An 
1 .01) 


1 cm 

1,597. 

1 AAA 




1 An 
1 .01) 




1 An 




'71" 


? nn 


■ 1 1 (Oil 


19?5 


2.10 


1,935 


1976 


2.30 


'2,055 


1977 


2.65 


2,167 


1978 


2.65 


2,286 


1979 


2.90 


, 2,487 


1980 


3.10 


2,711 


1981 


3.35 


3,079 


1982 


3.35. 


3,387 e 


1983 


3.35 


3,658 e 



■ : Index of 
Hours of .Self-Help 

Work Effort Required: 

Re<i-uired 1963-1965 : 100 



1,0.26 
911 
8111 

937 
856 
778 
851 
923 



U0l)3 
1,067 



921 ■ 

833 
818 

863 ■ 

858 

875 

919 
1,011 e 
1,092 e 



111 
99 

9.1. 
101 

92 
84 

92 



113 

115 
91 
99 
96 
88 

93 

93 
91 
99 
109 
118 



Four- Year EoHeges^ 

Index of 



Tuition Hours of Self-Help 
Rbom and Work Effort Required: 
.Board ' Jeptrgj 4^3-1965 = 100 



^ |8i|6 


816 


109 


867 


7511 


97 


901 


723 


93 


917 


758 


98 


' 997 


712 


92 


1,063 


661 


86 


1,135 


709 


92 


1,206 


751 


.97 


1,263 


789 


162 


1,l|60 


913 


118 


1,506 


911 


122 


»»1,558 


179 


191 


1,657 


789 


162 


;1,7.97 


181 


^ 10.1 


1,92l| 


726. 


911 


2,025 

2*198 . 


161 
758 


99 
98 


2,120 


781 


161 


2,701 


806 • 


101 


2,971 /e 


887 6 


115 e 


3,209 e 


958 e 


123 e 



Note: 



estimate 



* ■ ^35^io"_.tfie'.nuinbjr3 of hours working at the legal inininiuin wage required 
to pay for college tuition, room, and .board. 



New series. 

Source: National Education Industry- Group^ Coopers 4 bybrandj based on college cost datalpw 
published by the National Center for Education Statistics. 
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i. SHORt RANGE RECOMMENDATIONS - 



A« Tiie Contradii Etidhs bi ^blic Assistance and College 

Qp^artanity Policies^ ^cieground and Literatute^gl7xew , 

With tSe enactment of the Basic Educational Opportunity 

- - • 

Grant program in the 1972 Education Amendments (Public Law 

92-318) , the federal government began a commitment to assuring 

^ow income citizens financial access to postsecohdary education 

opportunities. Renamed Pell Grants after Senator Claiborne 

Pell (D., R.I.}, chairman of the Senate Education Subcommittee 

and BEOG sponsor Basic^ Grants grew during the seventies, 

along with the campus-based student financial aid programs, 

loan and state student incentive grant programs. (These are: 

Supplemental' Educational Opportunity Grants, National Direct 

Student Loans, College Work/Study grants, the State Student 

Incentive Grant Program, and the Guaranteed Student Loan 

Program.) More than $35 billion was spent through the Higher 

Education Amendments between 1972 and 1980, largely on student 

aid. (Source: AhjmaJ Eyalaatioh Report , Volume II, Fi seal Year 

U.S. Department of Education, bfficie of Planning^ Budget 

and Evaluation.) Even with expanded eligibility in these 

programs for middle income students ajid their families, the 

federal commitment to assuring Eihahcial access to some form of , 

pos tsecohdafy education remained primarily targeted on low 

income students. College was established as a right for all, 

not for those who cao afford it. \ 

The wide . variety of federal public assistance programs have 

ho such coherent purpose. Aid to Families with Dependent 
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Children (AFDC9 (Title 17, Part A,' Social Security Act), and 
Food Stamps (Food Stamp Act oi 1980) are income transfer 
programs intended to provide tiie poor with a modicum of 

financial subsistence. Medicaid (Title XIX o£ the Social 

- . * ___ 

Security Act) and public housing (Housing and eorarauhity 

Development Act 6£ 1974; P. L. 93-383) provide i ncome transfer 

payments o£ another sort, in the form o£ subsidies for health 

care and oho^lter. "tinemployment Insurance (Title III o£ the 

Social Security Act; Federal Unemployment Tax Act) provides 

cash payments oh premiums paid by workers when they experience 

involuntary unemployment. A host of employment . and training 

programs, culminating most recently in the Comprehensive 

Employment and Training Act (CEtA)^ and how replaced by ^the Job 

training- Partnership Act of 1982 (Conference Report 97-889.); 

provide alternate forms o£ income raaihtehance to low income, 

unemployed citizens, subsidizing wages, training stipends and 

activities. Vocational rehabilitation programs (Rehabilitation 

Act of 1973) provide education* training, medical and 

rehabilitative services to disabled citizens. And Social 

Security provides disability insurance payments to those unable 

to work, as well as benefits to the children of deceased, 

retired or disabled parents (Old Age, Survivors and Disability 

Insurance Program, Social Secur i ty Act ) . 

Each of these programs has different eligibility criteria, 

different standards for determihihg Financial need, different 

methods and levels of payment or service deTivery, and 

different f ederal -state administrative partnersnips and 
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agencies. There exists iioj.federal or state median i sra .to assure 
coordination o£ benefits, to^avoid duplication or to prevent 
under-awards. Fur therraore , the integration of public 
assistance programs with student financial aid often 
contradicts the federal commitment to assuring the poor 
financial access to college. 

The eohgress, successive stata and presidential 
administrations have repeatedly called for lessening the 
reliance of the poor on public assistance programs by 
developing their capacity for such ecdnoraic seLf -suff iciehcy • 
And while it would seem a natural strategy to ally public 
assistance with pos tsecondary education opportunities, no such 
coherent state or federal policy has yet emerged. On the 
contrary, conflicting purposes and procedures of public 
assistance programs produce disincentives for the poor who seek 
to achieve self-sufficiency through education. Such 
disincentives frustrate the .efforts of low income citizens to 
achieve productive careers. They perpetuate dependence on 
public assistance payments. They result in increased 
government spending on entitlement programs, while 
simultaneously depriving citizens of an earned income, and 
government of increased tax revenue. Barriers tp college 
enrollment created by these disincentives penalize the poor by 
either reducing or categorically eliminating benefits upon 
college enrollment. 

The Omnibus Budget Reconciliation Ace of 1981 (OBRA) (P.L. 
97-3^3 contains nuraeru^us* pf ovi s ions , nastily agreed to, with 
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limitations for low income citizens- who are both financially 
dependent oh public assistance programs and who seek to become 
self-sufficient through a college education. These provisions 
amount to a wave of sweepiag changes which are. likely to 
severely festrict access to higher education for the poor* 
They exacerbate a previously existing problem. Several 
exarap-^les of such provisions are described below as they affect 
college students and prospective college students. 
AFDC 

bBRA_ eliminates federal support for dependent , 
18-21 year old AFBG recipients . 195,000 AfDC 

dependents were enrolled in school in 1979. 

^ Dependents and the i r f ami 1 ies may lose as much 

as $1,764 per year (losses will average $1,195 
per year3_as a result of this provision 
alone. (Source: Office o£ Research and 
Stat istics ^ Social Security Administrat ion^^ 
November, 1981). 

OBRA requires that parents with children under 
six be home except for only ''yery brief and 
infrequent absences.'* They are otherwise 
required to register .for worki Such a 
provision will preclude many welfare parents , 
largely single mothers^ from attending 
college. H£W reported thit i n 1977 , . 1 1 2 , 000 
AfDC rnothets were attending school or joo 
training, 93,000 in 1979. (Source: Office of 
Research, SSA, HEW}. 

OBRA creates a number of wbric disincentives, 
lowering wbrfc-related expense arid chi Id-care 
deductions, capping maximum income 
eligibi 1 i ty , and plac ing a four -mo nth limit on 
the '*50 and a thi rd'*' formula for deducting 
earnings from grant ca leu la t ion. The Na t ional 
Opinion Research Center of theUni vers ity ot 
Chicago found that the "working poor" are 
nard-hi t . by these provisions , and that many 
recipients and non-recipients who forma 1 ly 
worlced will be better off quitting their jobs 
for welfare. (Joe, 1982) 

133 
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Sociar Security Student BangiiJ^. tOASdi Student:) 

OBRA phases out the QASfil program over the 
next four years, eiirainating '|2 billion in 
student aidi The Social Security 
Administration reported that in March, 1981, 
879j880 dependent children of deceased, 
retired or disabled parents received $199.0 
Billion in student aidj ah annualized total of 
52^288 billion. No additional student aid has 
been appropriated By either the state 
legislature or the Congress to replace this 
amount. These 18-22 year olds received 
average monthly benefits of $256, or $3,072 
per year. Significantly, 64% of GASDI 
recipients worked in addition to attending 
college. (Source: SSA. ) 

Hed lea id 

♦ 

Combined state and federal cuts in the 
Medicaid program raise seripus questions abo'ut 
the continued coverage of nafly ihdiaeht 
citizens. For example, the Center for the 
Study of Social Policy reports that California 
lost $385.5 miliibh in federal Medicaid 
assistance from OBRA 'changes alone. The 
California Policy Seminar is currently 
studying the effects of the Medical reforms 
enacted by the state legislature last summer. 
The effects on medically needy students is ; 
extremely uncertain. 

Food Stamps : 

Food Stamps, a lQU%fedefaiiy-fanded program, 
have^lbhg excluded college students from 
*?ligi^iiity, with few exceptions. As few as \ 
47,000 students attending college may receive 
Food Stamps. Recipients who enroll in college 
stand to lose an average annual food subsidy 
of $432. (Source: Rosen, 1981.) ' 

tJaeOTp^loy!neht Insurance: 

As of: October, 1981, 19 states limited tJ'l 
payments to otherwise eligible tecipiehts who 
enrolled in college. Last year, California 
joined the ranks of these states, making it 
still more difficult for unemployed citizens 
in need of retraining or reeducation to attain 
the schooling they need for a new skill. 
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Public HojJsl ng : 



Public housing residents in attendance at 
eoilege are adversely affected by the 
provisions of OBRA. OBRA eliminates the 
earnings disregard for £uii-time students and 
the $360 annual deduction for full-time ■ 
students which previously existed in 
determining rent payments for assisted housing 
programs. 



Pgderal Requirements for Treatment of Student Aid for 
AhpC Grant DjsteLTjnjjiation: 



^ Federal rules for the treatment of student aid 
in determining eligibility for public 
assistance are embodied in P. L. 90-575, Sec. 
507, 82 Stat. 1063 and 45 GFR Sec. 
233.20(a)(4)(ii)(d). these rules have caused 
considerable confusion in the treatment of 
student aid as income and assets to welfare 
recipients. They have resulted in a rash of 
court cases with raijced results. However, 
ZwicJcel, Mudrick and Rosen have dbciimehted 
that the net effect oh ah AFDG family with a 
member enrolled in college is likely to be a 
reduction of benefits. * 
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B. F«»Hgral Requirements for 4'r e a ti ii e i lt o f Student 
Be nef i t s iji ,Be t e rm i n i ng AFDC £1 i g i 6 i ti t 



7 



i. aack,g4rmind 

Existing federal rules for the treataent of 
student aid benefits in determihthg AFDG eligibility 
create financial hardshijjs for low income students. 
They lead to unequal treatment of students with 
identical financial resources. . Sespite numerous court 
cases ruling on the equity of such provisions, court 
decisions on the whole are a iimited response to the 
problem. Resolving these inequities will require 
congressional rather than Judicial action, because they 
are footed in federal statutes, the problems created by 
these rules fall under three categories, treatment of: 

(1) Student Ethahciai aid'benefits administered by 
the federal government. 

(2) Grant, scholarship and loan assissanee frtsm 
state^ institutional or private sources. 



(3) Benefits from a combination of sources. 

Treameht df^Srudent Flhancial Aid Benefits Admtniitefed by 
the Secret^ajy of Education ~ 

The 1968 Higher Education Araehdraehts stipulated that: 

For the purpose of any program assisted under 
title .. . . IV . . . of the Social Security 
Act CAfDG), hO grant or loan to any 
uhdefgf aduate student for educational purposes 
made or insured under any program administered 
by the Coraraissioher of Education shall be 
considered to be income of resources.* 
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Pt 99-573, See. 507, 82 Stat. 1063; with creation 
of tne. Depaftmeht of Education in l|80,chis^ _ 
provision how refers to_programs administered by 
the Secfetary of Educa-tion. IQQ 



This pronsion »« iurh ha. iScofpor.t.d ,y^ke D^p.rtSefit 

of H«Uh and Human S,r,lces (HHS) into regulation for the AFDC 
program: 

^nH ;^^^^^^^^^">ining eligibility for (AFDC) ^ 
and the amount of the a«4ci-ar,^^ Kj\rvK.j 
fbllowiSg win aisflll^led ^ payment, the 
resdurcei: . . (h Uy Irlll > --°'°' ^""^ 
ttnaergiaduate StudeSi edu^itl^^", " ^"^ 

»ade_or IhSured under Iny pro|flm°"' Purposes 
administered by the Commrss'isleTof Education . . .2 
While the provision to disregard any grant or loan 
administered b. the Secretary of Education as either "Income or 
resources" seems prima facie self-evident, a number of problems 
have arisen with its interpretation in practice. First. HH« 
(now HHS) listed ohl, four programs in 1977 which it ,cons idered 
to oe "grant or loan programs administered by the Commissioner 
of Education": BHOG. SEOG. msi and GSl. College Wor.-Study 
and SSIS funds were considered either wages (i.e.. not a grant 
or loan in the case of CWS) , or not adSinistered by the 
Commissioner of Eudcitlon (in the case of SSIC. a federal-state 
partnership program), of the wor^-study program. Zwic.el notes: 
HE? his: taken the pbiition that wbrE-itudv is 
■ ' ?lw = ?h"1'L P*-ogram_Bithin the teris of the 
law. although it recognizes that it has th. 

gratttrahd"lMr?'^S?''*" « siudent'aid'' 
Srh^; '° disregard 6he and not the 

other coald be viewed as inequitable ti-, 
position is to provide StatI? ,h!.', 

no*fever, two Sederai courts have h^lH f-h^*. 
worlc- study money is to be treated as exempt. 

' Secre?arr;F^PH-'°^'^^'^^^^^^^^' ^^^^^^ to 

EdScltioL E'i-^^xon under current Department of 



in addition, the State 6€ New York treats work-stddy 
monies as exempt . . 

In the case o£ the SSIG program, a J^'tah court"* struck 
down the Utah state welfare department practice of counting 
SSIS funds as income, claiming there was substantial 
involvement of the U.S. Gomraissioher of Education ^h 
_adraihist«5rihg the program. 

_ __ 

Second, studejit aid funds from programs hot covered by this 
exemption, e.g. , state, institutional or private grants or 
loans i may not be excluded to the same extent as federally 
administered ftihds- Thus, low income students may have their 
student benefits treated 'differently depending upon the source 
of tne benefit. While such a practice raises a question of 

equal protection under law, several court decisions have 

_ : , , 5 

rejected this claim ^ 

third, problems are encountered " in the definition of 

"student." Does this refer to full-time or part-time 

attendance? Can a graduate of a baccal*urea-te program return 

for another undergraduate degree? Can -•jraduate" student s ' taJce 

"undergraduate" courses? Does the exclusion of graduate 

students constitute a violation of equal protection? These ^ 

questions have not been satisfactorily answered. 
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3. Howard Zwickel, "Treatment of Student Monies in Public 
Assistance Programs," C 1 ea r i ngnouse Ae v i § w , June 1980, p. 
104. 

4. In re JehseA , Glearihghbtise Ho. 24i70Ai 

5« Richman v.. Juris . Ahthbhy y. Pubtic Wel£^at-e Division. 

uepartment ot Hu manTIesource s. b u mpkin v. Uepartntent ato.-, 
bociaJ^S erv i ees. : i^. swicKel tor case citations. ^ — 



10 

Finally,^ questions can arise over whether stud'eht aid fijhds 

are used for "edueational purposes. *• Zwicicei comments: 

^ HEW^^eariy- stated that the monies are to be 

totally .excluded "without regard as to their 
use . . i'» Thus, in the rare case in which^ a 
portion of (these) funds are available and x_ 
used to meet current needs* states Could be 
precluded from treatiii^g such fUhds as income 
or a resource in AFDC. We assUme thait 
\Congress believed that in most cases the 
grants or loans wbUld be limited under the 
criteria of the educational programs to the 
student^s educational needs and that there 
would be ho overlap with the purposes for' 
which the AfDC grant is provided,* ^hat is to 
meet current living needs. ° ^ 

Zwickel's comment illuminates the perceptual differences in 

r * 

determining "living costs" and "educational costs" which 
pervades the welfare and stUdeht aid communities. College 
attendance significantly increases living costs for low income 
families. These increased living costs are recognized by 
student aid administrators as a legitimate part of "educational 
costs.". Routinely, they are nb± so recognized by welfare case 
workers, whose perception of educational costs are limited to 
tuition and fees. Tfiey frequently dc not even consider oooks 
to-be an '•educational cost.'* This problem is examined in 
section d. tI^ Penalties of Different D^£iiti^ohs belov> 

b. Treatment of Grant ^ Schola^rship and Loan Assistance j^rom 

State, institutional and^rivate-Sources ' " * 

HEW, prior to the creation of a separate Department of 

Education, encouraged states to disregard all non-federal 

grants, loans or scholarships as either income or resources. , 

An HEW regulation permits states to exclude such benefits 
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Bi ' Zwicicei; op; cit'i , p. 105, 



- ■ V - - ' 

. ^ , • . ■ . ■ " - - ? ii. • 

_ . -\ . - '.- - - - ■ _ _ _ ^ 

'•provided(d ) that ho duplication sSall exist bet_^eeh such other 

.assistance and that provided by the publfc assistance 
7 

afehcy.** While this represents a liberal policy toward the 

treatment of student f inancial aid benefits as "complementary 

assistance'* to welfare payments^ the optioTi of employing it is 

left to the states. States which do not use this option are 

required to exempt some student aid benefits as income in AFDC:\ 

'/^Doans and grants > such as schblarshiips , obtained arid used 
^_ _ _ _ _ _ ' . ^ , \ _ • - ^ 

under conditions that preclude tfieir .use for current living 

> _ Q 

Costs will hot be counted as income As in the case of 

federally administered student aid benefits, the regulatory ^ 

language is unclear regarding the type of benefits and 

circuDlistances under which these .are to be excluded. This 

results in a number of problems. 

(l)t isiess clear how states are to treat 
monies that are provided directly to the 
individual. For example, if the terms of the ^ 
grant require that it be used only for 
tuitiori, fees arid other special school 
experises ^ arid the money is provided directly 
to the individuals with no further accounting 
by the graritor, is it exempt under this 
provision? Should it be exempt only to tiie 
extent the student can prove how he or s^ . 
spends the funds? Should it. matter that the 
terms of the grant or loan prohibit it from 
being used for current living costs arid that 
any violations could result iri loss of future 
monies or iri other sanctions?^ 

Furthermore, by declining to require non-federal student 

aid benefits to be exempted as resour^res, riES left open to tne 

states tne option of counting such aid as available financial 



7. 45 eFR Sec. 233.20 (a)(3)(vii); 

Si 45 CfR Sec. 233. 20 ( a ) ( 3 ) ( i v.) ( b ) . 

O 9i Zi?ickel, op. cit., p. 105. 
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resources when determining AFDG eligi5ility, and subsequently 
reducing, the student's AFDC grant. 

c*/ Trea±jneiit-6£-Behe£txi^rom a Combination of Sources 

bome students receive aid from both federal and non-federal 
sources. In some cases, the totgil student assistance may 
exceed ''educational costs" in the'view of the welfare 
department. The question then arises whether or riot to treat 
the ''excess" as available irieoiae or resources in determining 
public assistance grarits. If the "excess" comes from federal 
sources^ then it should be totally disregarded. However, if it 
comes from state, pi-ivate or institutional sources, the welfare 
agency may count it as income or resources. The student's fate 
hangs on which dollar is counted first. 

For example, if a student receives $2,000 for a semester 

— _ 

($890 in BEOG money and $1,206 in a restricted loan for tuition 
from a nonprofit organization) and has school and school- 
related expenses of $1,500, there are at least two possible 
methods of allocating the funds. 



•'SCHOOL 
EXPENSE'S" 



aETHSJ A 



METHOd B 



$1 , SOO 



$1,200 loan 



$800 BEOG 



$ 300 BEOG 



$700 loan 



"LIVING 
EXPENSES" 



$500 



$ 500 BEOG remains^ 
(Under the (a)(4) 
exemp t ion i this money 
should be exempt. ) 
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$500 of tne loan remains* 
(Under the (a) ( 3)- exemption, 
this amount could be 
considered available income 
if all scnooi and school- 
relate^ expenses havre been 
met.) . 
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There ha/e been a number b£ unsuccessful court appeals to 
overturn state practices using Method B above*^^ In Lunipkih 
V D epa r tment o £_ Sojc ial-Servi cei^ , the U.S. Supreme Court 
^declined to hear an appeal of a New Yorfc court decision, 
thereby upholding that state's treatment of combined 
resources. The court stated it was reasonable for a state to 
prioritize student aid benefits in a manner designed to 
minimize state welfare costs, even if it penalize'd the 
student. The New York Court of Appeals further rejected the 
argument that student aid provided directly to the school, "^ahd 
therefore not available. as income, would result in any 
different determihat ion for the student. 

! 

^- The Penalties of Different^fihitiohs^dr ''Educational 
> Cost" and "Living Allowance .L' ^ 

The most serious penalties for i^DC :liehts attending 
college result from two critical -^i^fererces between the 
welfare and student aid communities in their treatment of AFDC 
and student aid: 

1 . Def irii t ions of "educational costs.. " 

2. Definitions of "living costs." 

Welfare"^ of f icials routinely limit their definition of 
"educational expenses" to tuition and fees (Schorr, PiVen and 
Cloward, Rosesjn, Ghu-Clewell , Benson-Walker and Downey). This 
iimitatioh has serious canseqdences for AfDC students, wnose 
grants are frequently reduced proportionately to any 



11. See: Richmah v. Jyiras TiLvarez v. Sipprel, bm 
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non-federal student assistance received above the cost of 
tuition and fees, • 

By contrast, student aid administrators routinely include 

the following expenses in determining educational cost: 

tuition-fees, books, supplies childcare, 
transportation^ personal expenses^ tutoring \ 
and counselling expenses, clothing^ meals, the 
student's hbCising costs, medical expenses 
associated with attending college for ill or 
disabled students- 

These costs are frequently substantial. For example, one 

Special Services director in Massachusetts estimates that a 

single head-df -household in school as a full-time student 

. • V 

increases her personal costs alone with college attendance by 
$2,800 over a 32 week period. This estimate is based on the 
personal services (fast food,, babysitting , cleaning, laundry) 
which the student mu^t purchase,, when prior to college 
enrollment she was able to perform these services for herself. 
In fact, as shown below,^ AfBG grant levels are based oh the 
assumption that the parent has ample time to shop for thrifty 
food and other personal purchases, can subsist exclusively on 
inexpensive, home-cooked meals, and can perform all of her own 
personal services. This becomes impossible when the AFDC 
parent assumes responsibility for pursuing co.llege study . 

Some educational opportunity practitioners reoort open 
hostility from welfare case workers. when asked to discount 
these comprehensive educational costs. They frequently view 
the educational cost budgets determined by student aid 
administrators to be ^'giveaways" and overly generous. 
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The facts do not support such a beliefi For example, the 
living allowance for non-residentiai students in the Pell Grant 
program has been frozen at $1^100 since 1974, Students in 
residence at their college may charge their actual living 
costs, the National Association of Student Financial Aid 
Administrators (NASFAA) reports that the Pell Grant "commuter 
allowance," as it is termed, falls $1,200 to $1,600 short of 
actual room and board costs for non-residehtiai students. \n 
addition to being far .beloW actual costs, the Pell Grant 
program furtner limits What it wiii pay for educational costs 
to half of the student's budget, up to a fflaximuo grant of 
$1*800. Even the Reagan Administration^ which has been less 
than generous in its budget requests for student assistance, 
recently acknowledged this perversely low Uving allowance by 
calling for an increase to $3,000 in the Pell Grant living 
allowance for dependent students. 

Regardless of the reasons for welfare case worker 
intrangiehce in defining educational costs (e.g., racial, sex 
6t class prejudice, misinformation, ahti -education bias, 
unf amiliarlty with college attendance and student assistance 
programs), an aggressive training and cooperation program will, 
be needed to overcome the problem. Without such reform, AfDC 
parents will continue to have their benefits cut wnen they 
endeavor to achieve economic self-sufficiency througn a college 
education. It .is important , to remember that not only does tiie 
parent/student have her grant cut, but her entire family 
suffers from a reduction in benefits as a result of this 

l44 
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, widespread practice. 

AFDC students are furtner penalized by a second, perhaps 
more serious , inequity . AFDC standards for aiiowabie living 
costs are notoriously low. So low, in fact, they lead one to 
wonder how recipients manage to provide for their families, 
even when the?y recieve both AFDG and Food Stamps. Table 1 
shows that in 1979 no state provided combined AFDC/Food Stamp 
benefits above the poverty line^ ($7,160 for ^family of four in 
1979)^ In thirty states these combined benefits totalled no 
more than 7S percent of poverty. Eleven . states offered 
combined benefits no greater than 60 percent of poverty ($4,308 
annual income for a family of four). 



14:5 
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TABLE I 



CUfiRENT AFDC AND FOOD STAMP ^ENEFrr LEV2LS FOR 

, A FAmLy 0FFQURri979 

(poverty tovtt, timily of four tquals 57. ISO) 



Virmbnt 
Ntw York 

Wisconsin 



^Washington 

MnnMOta 

Connictfeut 

CailffofniA 



Utah 

North Dakota 
Nabivala 

g f wn gyJv anlj 
fOiCMdo liiind 

Maw Haifi p sHiro 
ScMth Dakota 
Mnofa 
Honpha 
Itoino 

eisM^ of Columbia 

Pilahpma 

MNovaoo 

KaiHtta 

Wyofflino 

Ohlo^ 
Mawara 
Vlfpfhla 
NayadJ 

(Rdtana 

' nNylahd 
. Maaoari 

\Wfat yij^irla 

Kanriic^ 

. ^ Mexico 

North Carotin* 
riorida 
Arirjn^aa 
t-ouiskina ^ 

*'«bama 

South Csfolina 



Total 

$7,594 

6,540 

6.334 



4.9S0 
4.944 
4.920 
4.S48 

V ^6 

4.771 
4.SP.0 
4.62''> 
4.fOC 
445: 

4 '''^5. 
4.21 j 

4.?7t« 

^ 11 

3. 7*^0 

3;/C3 
3.S76 

3 :^^o 



As Paretfit of 
Fovarty Laval 

96% 
91 

91 

89 





87 


6.120 


85 


6.096 


85 


6.096 


85 


6.9S4 


8^ 


5.B56 


82 


6,844 


82 


7^ 




6.676 


79 


6.676 


79 


6.640 


79 


6.640 


79 


6.604 


78 


6.656 


78 


5^ 


77 


5.436 


76 


5 Jdi 


75 


5.326 


74 


5.316 


14 


5.172 


72 


5.1TO 


72 


5.124 


72 


5.112 


71 


5.100 


71 


5.088 


71 



70 
69 
69 
68 
66 

67 

6§ 

11 
63 
62 

60 
59 
56 
57 
55 

53 
53 
53 
52 
50 
49 
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Ah even more startling indicator of the inadequacy 6£ 

current public assistance payments is the average monthly; Food 

_ _____ • . ■ . __...... _. ' 

Stamp benefit per pers^on. This figure in 1975 Was $2S.06'^er 

person. This amounts to a subsidy of about 28 cents per person 
per meal (Rosen, 1982). 

These allotment levels are established based on a single 
variable: family composition.. They vary based on a Department 
of Agriculture (USDA) estimate of the cost of a '*hutri t ioi^al ly 
adequate diet" for different family sizes. The Thrifty Food 
Plan Was established by USDA ^s a national standard of need, or 
allotment level. It varies a family's food budget baSed oh the 
number and age of the family mem^bers. The Thrifty Food Plan 
was established by USDA after numerous court suits challenged 
the Department's prior standard as insufficient to provide a 
nutritionally adequate diet. .However, the Department itself 
recognizes that even the "liberalized" Thrift^-^od Plan 
represents an inadequate diet: 1 

The Department recognizes that a number of 
factors make it difficult . i . to obtain a»T 
adequate diet on ... the Thrifty Food Plan. 
In fact, fewer than one in ten families 
Spending an i . . equivalent tethe cost of 
the Thrifty Food Plan received 100* of the 
Recommended Daily Allowances. Less than half * 
received even two- thirds of the Daily 
Allowances- ... The average food purchaser , 
without specific nutritional slcills and 
training , wrould find it difficult to make the 
food choices which provide ah adequate die" on 
• . . the cost of the plan. (Source : Robe r t 
Hill, 1980.) 

Again, student aid guidelines for determining living costs 
are niore adequate in meeting actual costs than those used in 
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public assistance programs; Title iV student aid .programs use 
the Social Security lower living standard, rather than the 
poverty standard employed in AFDC. However, NASFAA has argued 
that even the Social Security lower living standard is 
inadequate. NASFAA recommends that student aid programs employ 
the moderate lower liviag standard defined by the Bureau of 

• V. 

Labor Statistics. 

As a result of the widely varying standards for determining 
living costs and educational costs employed by the welfare aird . 
student aid communities, it is imperative in assuring college . 
acceiss for welfare recipients tha^ the student aid standards 
prevail. Ev^n these standards require additional adjustment to 
meet actual, ratft^f than arbitrarily low, educational and 
living costs. 

Lastly, welfare recipients and their families are penalized 
by the separate consideration given to the student's ''budget" 
and the family's "budget." For such low income families, who 
as we have seen are already living at the edge of subsistence, 
any reduction in any grant of any amou^ will restrict college 
access for a family member, the practice of counting one set 
of benefits against another must end if the subsistence 
survival, let alone college opportunity, of families living in 
poverty is to be assured. . . 

e. Other Inequities 

While AFDG rules are neutral with respect to the level and 
control of postsecondary institution attended^ thev do 
discrimiria te among . (1) commuter and residential schools; (2) 
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postsecbndary programs attended as part of ah AFDC-approved 
"training" program and'' those hot so approved; (3) and 
institutions ih different states. 

The living allowance provided by student .financial aid 
administrators for commuting students as part of college costs 
is likely to be counted as income to the AFDC family. The 

result will be a dollar-f or-dollar reduction in the family's 

• * • ■ • 

AFDe grant. Local welfare officials will be more " incl ined to 
disregard the living allowances for students residing at their 
College 

AFDG- or WIfi-approved postsecondary training will make 
allowances for child care and other costs of college 
attendance. Even so* payment of childcare costs is rarely 
available for AFDG reeipiehts. Those attendihg college without 
WIM support will find few if any resources available for 
cniidcare. This problem is compounded by the prevailing 
practice of local welfare officers of actively discouraging 
college attendance for AFDC recipients. Finally, rules 
with respect to the treatment of non-federal student assistance 
.differ from state to state. This results iri inequities based 
solely on where a family resides, and the benefit level 
provided by tnat state- 



12. Beatrix Ghu eiewell, ''Barriers to Higher Education for 

Welfare Recipients," Draft paper, 1982, s^ashingtdrti D.C-; 
Aivin Schorr^ Project _Fair Play , Findings, ease itfestera 
Reserve Uni versi ty , 1981 ; Sylvia Law, "Women, fork, i?elf are 
and the Preservation of Patriarcny New ?ork Uni «rers i ty 
Law School, Deeeniber , 1982 ; Sweh Benson-Walker^ a survey of 
participants in the Motivation to Education for Jobs 
Program, National Student Educartianal Fund, Washington, 
D.e.. 1982. 
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In her examination of AfSe-Peli 6rant interactions » and 
after a telephone survey of welfare practices in seven states, 
Mudrick concludes: 

(Tjhe net impact on an Af DC family that has a member 
enrolled in college is likely to be a reduction in the 
resources available to support the family » even when 
the student receives enough student aid to cover all 
direct and indirect educational expenses. 13 

2. Recommendations 

Until federal law provides unequivocal, mandated exemptions 

of student fihahciai assistance as either income or resources 

— - , * 

to a poor family, low income students and their families will 
continue to suffer from a double pehalyr. " pirst , student aid 
requirtfd to pay the costs of college will be used to reduce the 
family's AFBG grant. Second, students witn identical resources 
and costs will be treated differently by state welfare offices 
with widely differing rules. Legislation wii'l be required to 
remove this double penalty. Extensive litigation has failed co 
resolve the problems created by vague federal law and 
conflicting stAte practices in this area, the Commission 
should carefully consider the following issues in its efforts 
to recommend legislation which will resolve the probieos 
created by this difficult area of welf are/stud6ntt assistance 
law. 

- _ r ■ 

The following recommendations are intended to avoid the 
duplication of AfDC and student assistance oertef its by relying 



. .iancy Hudricfc, "fhe Interaction of Public Assistance and 
Student financial Aid," SepteraOer, 1980, The •Washington > 
Office Of tne College iJoard. 



on common definition:^ of "undergraduate student , *' ••educational 
cost,'' ^'living allowance. •• They further intead to require 
common definitions of satisfactory academic progress and 
"independent student" in an effort to assure that AfDG students 
are fidequately pursuing a college degree program which will 
help lead to economic self-sufficiency, 

1. Def ini tion of "undergraduate .student" shall be 
identical to that used for tne Pell Grant 
program for purposes bf^AFDC grant 
determihations under Section 484 of the 1980 
Higher Education Amendments. 

2. All grant, loan, and wdrk/study sources of 
student financial assistance federal, 
state, institutional, private shall be 
disregarded as either income or resources to 
the student and his or her family in 
determining AfDGgrant levels by all states, 
the District of Gblumbia and the trust 
territories. A common^ and comprehensive, 
definition of "student financial assistance" 
should be adopted. 

3. The following categories of costs, normally 
Included in educational budgets, shall be 
considered educational expenses to be paid for. 
by available student aid: 

tuition, fees, books , supplies^ clothes and 
other personal expenses, transportation, 
meals , the stude.nt ' s housing , chi Idea re , 
tutorial services, medical expenses 
associated with attending college for ill 
or disabled students > 

4. All forms of student financial assistance 
received from any source to pay for the costs 
of attending college, as budgeted by the 
post secondary institutions financial aid 
officer, shall be di sregarded as income or 
resources to the student. and to his or her 
family in determining AFDG grant levels by all 
states, the District of Columbia and the trust 
terri tor ies . 

5. Recipients of all forms of student financial 
aid from all sources shall not be responsible 
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Tor accodntihg^ other record-keeping, 
verification or fraud and abuse sane t ions 
other than those required bf rec ipients of 
Titie IV student finahciai assistance under 
current law. 

All AFDCassistance shall hot be counted as 
income or student aid in determining federal 
and non-federal grant, loan or wprJt-study 
student assistance^ except when explicitly 
provided as a supplement to the f amily ' s grant 
for an identifiable component of educat ional 
cost, e.g., transportation or childcare. 



The Commission should further consider effective mechanisms 

to assure cooperation among HHS, ED and state welfare and 

student assistance agencies in conforming to these 

requirements. Any provision allowing state option in treatment 

of any form of student assistance for AfDG grant deterraihat ion 

will continue inequitable practices. the memorandum of 

agreement between the Office of 3ttident Financial Assistance 

and the Renabi lit ive Services Administration of tne U.S. 

Department o£ Education can serve as a useful model in assuring 

such inter-agency support. A copy of this agreement is 
14 

appended. Damons and Associates of Rocfeviiie, Maryland is 

completing ah evaluation of the effectiveness of the bSFA/RSA 
agreement in those states which have advpted it. The 
Commissioners may wish to review the materials currently 
available from Damons in applying this experience to the 
problems of coordihatihg public assistance and student aidi 



14. For a f ul 1 di scussion of RSA/OSFA cooperation in awarding 
studf^-nt aid to disabled students , see David Rosen, Nc^pQe 
ShQUld Be Dehiejj: The ElLects oi -Public Ass i stance^on 
LoJ^iej^^ QppQrtu jiAxy , Harch 1982, pp. NCSFA lias a 

copy of this manuscript in its offices. 



ERIC 



C . 0 tJigx A f B e R e CO mmen ia t i o h s . 



24 



1. Reinstitute 18-21 year bid dependent eiigibiiity 
if enrolled in pbstsecoridary education, high 
school equivalency or training program, 

2. Replace work requi reraents for parents with 
incentives to enroll in postsecondary education, 
high school equivalency or training programs. 

3. Adjust expense allowances to meet real costs for 
work, training and education expenses in AFDC 
grant determination. 

4. The definition for . undergraduate student in Sec. 
484 of the 1980 Higher Education Ameiidments 
should be used to identify AFDC and ail other 
public assistance program recipients who enroll in 
college. 

AFDC students^ as well as all other student aid 
recipients , should pursue a course of study that 
will be of both material and personal benefit to 
them. A standard of "satisfactory academic 
progr^ss'V may be employed, as in §484, to help 
assure this. However, such a standard should not 
penalize low income students for academic skill 
deficiencies they may have developed from their 
prior schooling. At the same time, this standard 
should acknowledge the importance of pursuing a 
coherent degree program, 

The sat i sfactbry progress standard should be 
developed in consultation with both higher 
education and educational opportunity 
representat i ves. 

In applying a sat isfactbryprbgress standard which 
is sensitive tb these issues for welfare clients, 
trie Coram i ssioh will help avoid potential abuse of 
the proposed college indent i ves . 

5. El iraihate woricfa re requirements and state options 
for workf are. 

6. Eliminate limits bn appli cation. of earnings 
disregard fbrraula (30 and 1/3) for working AFBC 
recipients enrolled in postsecondary education, 
high school e qui valency or job training. 

7. Revise AFDC t rea traeht of all student aid from ail 
sources as recomraended in Part I B. above. 
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8 . Targe t avai lable federal job training resource's on 
AFDE recipients; remove financial disincentives to 
participate in such job training programs ; \ 
encourage coordinated education and job training 
programs at post secondary institutions for 
recipients who (qualify for admission to college. 
(Despite numerous incentives for GETA enrollees to 
participate in college programs as part of 
coordinated education and work programs (see Rosen 
and Sunderland 1979), a mere_2-4 percent of all 
non-summer 1978 CETA part icipants enrolled in 
college. (Source: Continuous Longitudinal 
Manpower Survey^ J.S. Department of Labor.) 

9. Institute a complete infofraat ion service to AFDC 
recipients afid prospective recipients regarding 
available aid, available education and training 
opportunitieSt_and rights and_respons.ibili t ies of 
recipients in the programs. This recommendation 
has also been forwarded by the National Student 
Educational fund (Benson-Walker zad Downey, 
undated). 

D. Fobd-S tamps 

1. Disregard all student aid from any source as 
income or resources available to Food Stamp 
recipients and their families in determining food 
Stamp purchase requirements , consistent wi th 
recommendations in Part I for AFDC. 

2. Remove all Work requirements for food Stamp 
recipients enrolled in pdstsecondary education. 

3. Remove categorical prohibitions against college 
student eligibility Jcbr food Stamps for the 

f 61 lowing behef iciaries enrolled in college under 
the definition of Sec. 484 of the 1980 Higher 
Education Amendments for eligible students: 

- ail heads of household. 

all food Stamp beneficiaries who meet 
the Pell Grant definition for 
independent student (GfR 690.42). 

- all dependent f ami ly members ot eli.^ible 
food Stamp family units. 

4. Assure eligibility for both food Stamp and student 
assistance based on financial need. 
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S. Reinstitute_ information and outreach services 
regarding Fopd_Stamp_ benefits and opportunities 
for college enrollment to current and prospective 
Food Stamp beneficiaries. 

E. Medicaid 

The direct effects of Medicaid policies oh college 
opportunities are impossible to- gauge. hHS maintains no data 
on the number of students or the educational attaiiment of 
Medicaid recipients. Since Medicaid eligibility is directly 
tied to AFDC eligibility, however, those AFDC policies which 
disqualify recipients for aid simultaneoi ily result in loss of 
Medicaid benefits in most cases. For example, the roughly 
200,000 18-20 year old students eliminated from AFDG support by 
the 1981 Omnibus Budget Reeoheiliatioh Act lost their Medicaid 
support as well. State Medicaid eligibility and coverage 
policies duplicate the inequities found in state AFDC rules. 

As of 1982, 29 states and the District of Columbia provided 
Medicaid coverage to **medically needy** individuals^ these are 
people with low incomes and high medical expenses. Some 
college studeats who lost their Medicaid coverage through loss 
of AFDC eligibility may retain it in these states if they have 
routinely high medical cos ts . Others with ordinary medical 
expenses, as well as those not residing in these states, will 
not retain coverage. 



IS. For a complete di scuss ion _ of Med icaid and its effects on 
college opportunity, see Rosen, op. c i t > pp. 1 57-175. 



Tfie foiiowinff recoturaeddacions will assist in pristectiftg low 
income postsecondary students froo loss of needed ftealtft care 
services-- 



1. Any low lacoiae' .postsecondary student who^ by virtue o£ 
student rinanciai aid received to pay £or educationai 
costs, loses Sis or &er elifibility for AFDC shall 
reaain eligible for full Medicaid coverage. 

2. Postsecondary institutions slia±i. provide either student 
health care services or student health insurance plans 
adequate to Beet the needs o£ title- I student 
assistance recipients^ 

The cost of any studeat hea.lt& insurance preaium should 
be included in the calculation o£ the student's 
educationaL expenses when deteraihihg student aid 
awards. 

Statewide or regional group health plans should be- 
developed for saaller colleges incapable of Supporting 
their own health plan. 

3. Gongress should study current health plans available' 
for low incoae college students, and enact programs to 
fill the needs in this area. 
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1- Disregard aii student aid from all sources for all . 
educational costs as income or resources available to 
tne low income Eamilies supporting Eamily- members iii 
postsecondary rtudy and residing in any 
Hederaily^assisted housing uniti 

L- Deduct- all cliild-care costs froS reirtai subsidy 
determiaations for low income parents in 
fedefaliy-assisted fiousing- units wlio are enrolled in 
postsecondary education. 

5- Reinstate' |330 deduction from income in deteriihihg 
rental subsidies for each family member attending a 

fbstsecondary institution and residing in 
ederai-assisted housing. 

4. Ad|ust housing costs in computing student budgets to 
reflect increase in rent requirements in 
federal-assisted housing programs for family members 
attehdih} a postsecondary institution. 
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6. Uhempioyment Insurance 



Exempt uneinjjloyed workers otherwise eligible for til 
benefits from state limitations or prohibitions of 
their eligibility and benefits levels when enrolled "in 
posrsecondary education* 



Clarify the distinction in "student intern'* 
prohibitions to 01 eligibility between students 
erapldyed in a Goilege Worlc/Study job which is "an 
integral part of their studies" ( e.g. , in i cooperative 
education program) , and that College iiforfe/Study 
empioyraent which is not so related to their studies. 
Where postsecondary students are employed in wage 
labprj with no program educational benefit associated 
with the work, UI eligibility should apply as it would 
for any other worker. 

3. Remove jsfbhibi tiohs against UI eiigi~&riity for student 
wbrfeers employed at the institutions trtey attend if 
otherwis'fe eligible, and if not employed\ in a College 
Work/Study job integrally related to thiir education. 
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Other Short Term Recoramejidat idhs 



1. Develop coraprehensi've infbrraatibh services to 

recipients and prospective recipients of iEederai public 
assistance programs regarding (a) avai labie benefits; 
ib} available postsecohdary educational opportunities; 
tc) available student financial aid from all sources. 
These informational requirements shall apply equally to 
all agencies administering federal public assistance 
profframs:_HHS and state and local welfare offices] 
oSDA, state UI and empldyment development agencies, 
HUD, ED- The information requirements may be rabdeiied 
after the Student Consumer information Amendments to 
the 1976 Higher Education Amendments (Section 493). 
The authority and activities of Education Opportunity 
Centers (Section 417(E) of the_1980 Higher Educat ion 
Amendments) may serve asa useful model for information 
and advocacy services. For student financial aid 
administrators^ the existing training authority 
(Section 486 of the 1980 Higher Educatioir^ Amendments) 
may be effectively used, as can the existing Trio 
training authority (Section 417(F)) for educational 
opportunity professionals. 

It_is important that the training and disseraihat ion 
activities of the student aid, welfare and educational 
bpyortunity communities complement each other, avoid 
contradicting eacn other, and adequately inform one 
ihbther about their respective programs, services and 
benefits. The Cbramission is also advised to consider 
the ihf brma t ion recommendat ion prepared by the National 
Student Educational Fund to improve college 
opportuhi t ies^f or welfare recipients- 

3. A federal commitment of adequate appropriations will be 
required to make such training authorities and 
information services effective. 

4. Support for Special Program^ for Students from 
Disadvantaged Backgrounds (Trio) * especially the 
Special Services and Educational Opportunity Center 
programs, will provide additional advocacy, counseling 
and information and support ive services needed by 
public assistance recipients to negotiate complex 
public assistance and student aid rules in their 
efforts to attend college. The proven effectiveness of 
these programs warrants an expansion to adequately 
serve their eligible client population. Current 
funding allows Trio programs to serve approximately 10^ 
of their eligible clientele. 
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II. LONG RANGE RECOMMENDAf IONS 



While the short range recoiiimenciat ions presented above will 
help alleviate the inequities created by the interar.tibh of 
public assistance and college opportunity policies, they ^iil 
not eliminate them. The following discussion and 
recommendations provide a guide to the development of a 
comprehensive public assistance and college opportunity policy 
which will help lead to the achievfement of equal educational 
opportunity, rather than perpetuate the current system of 
contradictory policies and disincentives to self -improvement . 
These recommendations of necessity call for a fundamental 
restructuring of welfare policy in the United States. Such 
reform is required to eliminate the barriers to 
self-sufficiency endemic in our current welfare policies. This 

deoate may be outside the charge of the Goramission. However, 
the issues and recommendations presented below must be 

addressed if th'' problems are to be ultimately resolved. 

They are offere- cierefore, for the Cdramissibn's 

consideration, aAi foir appropriate referral to further action. 

Five principles fc • c^nsple lentary public assistance and college 

opportunity polici-. i-.s- di -cussed below. 

A. F i na nc iaX J jL e siaa ^ c e s j 

Going to college costs money; Not only must tuition and 
fees be paid, but books, supplies, equipment, transportation, 
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meals, clothing, health care, child care are all expenses 
incurred in the process of attendiijg^^n^college. For low incoine 
citizens, both heads o£ households and their dependents, these 
expenses simply cannot be paid for from Family fesourceSi 
Subsistence costs take precedence simply as a matter' of 
survival: rent, food, clothing, utilities, health care. The 24 
million Americahs living below the poverty line^ do not have 
sufficient funds to pay even these subsistence costs. College 
for them remains an unattainable goal- 
Consequent ly , complementary public assistance and college 
opportunity policies must provide adequate fiharicial resources 
to low income individuals for both subsistence expenses and 
expenses for attendance at the college of choice. Public 
assistance policy which in any way reduces financial resources 
available to such citizens upon their enrollment in college 
Sakes it financially almost impossible to attend. This 
assertion is supported by a broad research literature which 
documents demand for college to be directly related to 
avaiJabtie financial resources to pay for it. A $100 net 
increase in the cost of college is accompanied by a 1 percent 



1 . Bur of the Census , U> S. Department, of Commerce , Current 
^ofiu ta tJ.an-Jt^ port^s^ Popu l ation Characteristics : 
Demo g rL phi c , ^ fociai and ec onomic Profile of :jTi"tes : Spring, 
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to 3 pefeeht decline in ehrolliheht rates of low and moderate 
incoine individuals. ^ 

1- ftecomme.ndatioh 

Provide a federally guaranteed annual iriebme 
equivalent to at least the federal poverty level 
to individuals and familieSj free from categorical 
distinctions. Such a standard should be adequate 
to support subsistence needs for foodj housing, 
clothing, utilities, health care. 

^* ^Jgedoflt from wforlcf are Requirements :^n£ehttv^,s for 
employment. TraTnihg^And education [ ' 

Public assistance workfare requirements are based on tne 

belief thaE recipients must "earn" their benefits, rationalized 

by the assertion that such requirements "provide (worit) 

experience and training ... to as£' to move into 

n 3 
regular employment." The reality v., differs from 



2. See Gregory Jackson and George Weathcisby ,^ "Individual 

Demand for Higher Education," Journa l of Higher Education , 
Nov. /Dec, 197 5 ; Gregory Jacksont t' ingnc'ial''Aid and Stuaent 
Enrollment . Harvard Graduate SchobT" ot Education, January 
iy77; Michael McPhersoh, "The Demand for Higher Education," 
in David Behemah and Ghester Finn, eds. , Pubtic Policy and 
gr i vi^ t e H i ^ Jier £duca t ioii . Brookings^ 1978, pp. 150-152; P. 
teldman and S. Hoenack, "Private Demand for Higher 
Education in the O^S.," The Ec onomics Financing of 

Higher Education jj^he-Jls^. . Joint Economic Committee. 
±90^; K. Radner and L. Mill?rj "Demand J<nd Supply in J.S. 
Higher Education: A Progress Report/' American Economic 
Review , May 1970; F. Sloan, "The Deraana tor Higner 
taucation: the Case of Medical School Applicants," Joar^nal 
of Hu ji a h Resourc es , Fail 1971. pp. 466-89; R. SpiesT THe 
ruture QtPrTya t?~Col leges. The Effect of Rising Costs on 
j^oi^ege t^nojtces . Princeton University. 1975. 

3. Community Work Experience Prograrai 1981 Omnibus Budget 
Reconciliation Act, PL 97-35, Section 409. 
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the rationale. the General Accounting Office (GAO) found in a 
review of ohe such "workfare demonstration project" that jobs 
were low-level, unskilled, unsupervised, poorly administered, 

and offered ho opportunities for evaluation* training or 

- _ 4 - 

transter to regular employment* Furthermore, the U.S. Civil 

Rights Commission heard testimony that workf are^ requi rements 

were used to support low wage farm labor for blacks.^ The 

findings of numerous workfare project evaluations confirm that 

the strategy is punitive in nature^ non-productive, and 

ineffective in reducing welfare costsT"^--J*of eover , workfare 

as a transitional program to uhsubsidized employment has been 

found ineffective (Friedman, et ai, and Goodwin). Contrary to 

the expectations of the Reagan Administration for workfare to 

reduce public assistance costSj it has been found to produce 

*'h6 significant reductions in welfare payments" (Friedman, et 

al cate of California). Additionally, workfare oh a large 

sc^le could undermine prevailing wage structures, Joe 

concludes: 



GAG, J h s i g h t S- Sal h^d ih tforkfare-Demonstration Pr 04^ ct^s , 
July 32, ±98t, pp. 4-5. 

S. Civil Rights Commission hearing^ Cairo, Illinois, June 
, 1966; St^X iteport on Public Assistance in Alabama , 
dated. 
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6. Tom Joe, et al.^ Mational OpinionReiearch Center^ 

University of Chi cago ^ The Poor; Profilesof Families, in 
Poverty , March 20, 1981, pp. S-5, 19-21, 57. See^ State of 
California , Third Year-ahdFihal Report oh the Sommuairy 
^o_r_fc E xperience Prog ira^n , Employment Development Uepa rtment , 
Apri 1 197 6 • James Koppel e t a 1 . , Final Report: A :itudy of 
General Ass i stance Workfare Prog rams 1 Nat ional Assoc iat ion 
of Counties, 1978 ; iJarry Friedman et a 1 . ^ An Evaluation of 
the Massacnusettsjjork Experience Prograin ^ Brandeis, 1 9dO ; 
Leonard Goodwin, ••The Casi^* Against Work Requ i rements , '* 
Public t^elfarc j 36, 2, Spring 1978. 

'_ is.^ 



Giyen wJiat is known about worlcfare programs from 
Several defflorisefation projects; and frora the 
existing work requirements of other programs sdch 
as AFDC and Food Stamps, the C Reagan) 
Administration's wbrkfare plan is likely to be an 
administrative failure -- and financially- wasteful 

. . Requiring recipients to work in makeshift 
jobs is not compatible with the work ethic. 
Instead^ workf are can be a punitive measure that 
can undermine the value of work and thus have ah 
effect opposite what it is intended to achieve. 
{Mandatory work in menial jobs also does not 
provide job skills to welfare recipients that they 
can use in market-supported employment * and 
therefore will not lessen their dependency.'' 

Workfare is founded on a penal system of w6rk-f or-ni-pay . 

It serves to deprive low income citizens of opportunities to 

either pursue higher paying, more productive employment or 

edueatibtial opportunities intended to increase their 

employability for such positions. Gitizeha required to submit 

to workfare programs, who must also care for their' children, 

have little if any time available to pursue an education 

designed to make them economically self-sufficient. In order 

to take advantage of available college opportunities, public 

I 

assistance recipients must be freed from workfare 
requirements. They must have the freedom to pursue a college 
ed .cation which will help prepare them for productive 
enipioyraent and available job opportunities. 

V 



7. Ibid., pp. 24-25. 
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i. Recoraraeadat ions : 

Abdlish wbrkfare requirements ahdl program options in 
all Eederai public assistance programs. No public 
assistance recipient shall be required to wor.i to earn 
their entitled benefits. 

Reihstitute and strengthen incentives for work, 
training and education of public assistance recipients. 

Target federal employment and training program -benefits 
and services on public assistance recipients. 

Provide incentives foi coordinated education and worlc 
training programs based in pdstsecondary institutions . 
for public assistance recipients. 

Develop appropriate work, training and education 
program options for public assistance recipients with 
differing needs , abilities and aspirations. 

Information 

Schorr, Piven and eioward have documented the need for 
adequate information about the availability of public 
assistance. The Student Advisory Committee of the College 
Scholarship Service and the National Student Educatioi^al Fund 
have documented the need of students and prospective students 
for information abc c postsecondary education opportunities and 
the availability, of student financial aid. Bensori-Waxlter and 
Chu-CleWell have shown the information needs of public 
assistance recipients who wish to attend college. in the past, 
information or lack of it has been used as ah 
administrative tool to deny people benefits to which tney are 
legally entitled. for x amp le ^ under Mayor John Lindsay in New 
^ork City, a fT^e^rtc rand u*^ prer^.red for him by the Budget Bureau 
proposed ''the ei imin?.r; : ra of seven outreach centers .^nd-at 
least e^eveti of the regular welfare centers tnrougn 
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tohsoi id«t iofi . . . ih order to . . . build up and maintain the 

maximum legal backlog oetweeh intake and final determination of 

eligibility." these proposals were indeed enacted^ and did 

result in reduced awareness and demand for welfare benefits. , 

Both public assistance and college opportuni ty programs 

should assure the aggressive dissemination of accurate^ 

Complete and timely information regarding available Benefits 

and programs under each to all beneficiaries and prospective 

participants. Policies which inhibit the Flow of such 

inforiatioq constitute a 'barrier to equal educational 

opportunity. 

1. Recommendation 

The short-term recommendations for information services 
presented on pages 15-16 apply here^ 

D. Simplici ty 

Much of the heed for services, e«g.^ outreach workers, 
eligibility technicians,: case workers, and the resulting costs, 
paperwork and excessive bureaucracy of public assistance . 
programs result from their complexity. Public assistance 
programs are, at bottom, intphded to redistribute income as a 
partial remedy for inequities found in the economic orde»-. 
That goal may be achieved through. a greatly simplified system 
of cash trahsef ad minister ed, for example, by the IRS. If 
administrative costs of the eTght public assistance programs 



8. New York City Budget Bureau, Recommendat ions f or Savings in 
the Welfare Budge t , March 2,4, 1969, quoted in Piven, op. 
cit.,p,161. 
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reviewed by ftose,n^ are assumed to be iS percent of total 
costs, enen about $9_biliion could be saved by instituting a 
simple cash transer system, A similarly large amount would; be 
saved by eliminating the need for litigation, counseling, 
paperwork and a myriad of secondary costs associated with the 
bewildering complexity of current public assistance programs. 

Adrair.istratiye simplicity is not a new idea. Past 
proposals for streamlining public assistance payments, however, 
have used such action as a screen intended to lower cash 
benefits, e.g.. President Nixon's Family Assistance Plan and 
the rncorae portion of President Carter's Better Jobs and income 
Plan. Proposals for administrative simplicity must: 

as ..re^iow income citizens a decent financial standard 
for subsistence 

noe^reproduce the profusion of SO state and 5,000 local 
welfare offices, eac.:. with their own policies and 
practices 

not reproduce the array of nine federal departments arid 
21 Congressional ccmmittees. 

This will oe a great step not only in enhancing the j 
complementarity of public assistance and college opportunity, 
but also in reducing inequity, inefficiency and unworkaot lity 
of the current public assistance . system. 

. Beyond administrative savings, however, the simplification 
of federal public assistance programs is proposeci to eliminate 



Rosen, 1982, bp. cit. These programs include AFDC, Food 
Stamps, Medicaid, Public Housing, Social Security, Student 
Benefits, CETA, Unemployment Insurance, Voer clonal 
Renabi 1 i cat ion. 
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discrimination among categories of deserving and undeserving 
low income citizens. Current federal law malces such 
distinctions, preserving in the process a system which 
inequitably treats citizens with identical financial resources 
but different family, health or residence characteristics. 
However, these proposals for simplifying public assistance will 
not on their own correct 'ether inequities which occur in the 
raarttetplace, in housing , health care and education for 
examplci Still more fundamental reforms outside the scope of 
this paper will be required to redress thes^ problems. 
1. Recommendations 



The simplification of federal public assistance 
payments will require the end of categorical 
distinctions among different types of low income 
citizens (e.g., elderly, disabled, single parents). 
A single income-test would be required for eligibility 
and grant level determination. 

Program^ like AFD6, Food Stamps , as s^ s ted housing and 
SSI would be replaced with a simple cash transfer. 

Such a transfer payment system. might beraanaged by the 
Social Security Adminis :7at ion or the IRS, subject to 
the reporting and ver if i cation requirements of all 
citizensbysuchsysteras. 

Woric, training and education incentives should be 
significantly strengthened to assure tne 
self-sufficiency of recipients wherever possible. 



£• Suppo rt^3e rv-i-ces 

tihtii the dream of administrative simplicity is achieved, 
and in order to meet those needs whicji will contintie to present 
obstacles to college attendance, a wide range of support 
services are needed to assist low income citizens maneuver 



40 

through the thicket of jiubiie assistance programs in their 
educational pursuits. These services include assistance in 
applying for student financial aid and for college admission, 
bapic skills instruction, tutoring, counseling, outreach and 
fecruitmeht, child care, as well as advocacy to assist in the 
^ myriad admini s t rat i vi5 procedures requi red by the interaction of 
ic assistance and student financial assistance programs. 



One chief problem is that no one agency or service exists to 

\. . • 

assure that all the necessary steps proceed as required. 

Student aid administrators remain responsible for their 

programs, welfare esse workers for theirs, A consensus must be 

reached among policy makers and practitioners alike as to how 

this array of needed services can be most ef f ect i vel-/ provided. 

Finally, though outside the scope of ti^-^s inquiry, one last 

••servi':e" must be mentioned. The public schools must be 

strengthened to adequately prepare all students with the talent 



and deddre to attend college. Until the inequities of the 

v\ ^_ ..... ■ 

v^-eleraentary and secondard school systems for poor students are 
corrected, many of these students will never realize their full 
intellectual, personal and productive potential. 
1. Recommendations 

Expand appropriations to the Trio program sufficient to 
meet client need and wi thin the capaci ty of the 
educational opportunity comrauhi ty to provide qua 1 i ty 
services. 

Provide ihceht i ves to post secondary ins t It ut i ons t o 
enroll and support low income students. Tnese should 
be developed in consultation with higher education and 
educational opportunity representatives. 

Strengthen professional training for welfare, student, 
aid and educat ional _ opportune ty professionals to oetter 
serve the heeds of low income students created by the 
interaction of tnei r prog ra.7is 
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FOREWORD 



INTRODUCTION 



in this report^tlw Nafcrad CdrtmliMion for Cdopgra- 
Bve Education is presintins^wJJ,3^0fe€ of Education's 
ExiM^itiv* Suminary^^ a major rggcardi gffart spoiaored by 
th€ f tdiral 9ov«rnmint «T^tJid^ "Cooperative Education ^ 
A Naticmal Asieasmint'* The final report of th» study fiSa 
two iar^ voiunm and Kipp^ernehtal data. 

n*» Coiwifflwon bam atao excerpted rnateriai frpm a 

debiled^commentuy prepm b^jbr. ilatties W. WQsbn, 
Ptrector of the Coopentfive Education Research Center at 
NortfMrastern Univmity. 

The study, '"Cooperative EducaticMi A Nationai As- 
sfwntnt,'* vMli cdnductpd by Applied Maruaigernent 
9^ Maiyfand, tinder a merit contract 

with the Offk: e of Fbivwg, , Budgeting, and E\^uatibn of the 
U.S. OiElice of Education. It was began in July, 197S, and una 
cpmpleted in NovemStr, 1977. the project drector for 
AMS Dt, Stei^Kn Frankei« and supervising the activity 
for the Office of Planning, Budgeting, and EvaJuation was 
Mrs, Ann D. Henihnef . 

The study was mandated by Congrns in the appropri- 
ations act for fiscal year 1975 in a determonation to produce 
''hard data** as a guideline for future Con^es^nai 
decisaons. 



Coopmth/e educate has been wartiiiy endorsed and 

^ipport^ by Congr a ^^^oriv^sarrimg strateo^ (^pabl« 
of serving nationd needs. Under Tltk iy*D of the hfi^w- 
Education Act, 1,C64 granto totaling $34,687^8 were made 
to jsbetsecdrxiary iratitutioru to de\^dbp, tmpiement, 
stxeiigUien, or expand cooperate eiftjcatibh prograrns* 
Tha federal goveftuneiit support hai, in fiict, catalyzed the 
growdi d coop^ative ^o^tiqn today there are 

almost i,ddO institutioia offering prograim. (Wm IV-D has 
bmjhipplantid by Tide Vm). _ 

Piribdically, committeu of the Senate and House of 
Reptesentiativea have heahi testinkxiy from and 
pubfe employ ^uidents, and pro- 

fessional org a i u iaticra a^ntingjo the c^ ben^^ eduoi- 
tionai values, and social gains produced by cooperative edu- 
cation. In most ^ perha^ all instances — those who 
^t^pmmd btfore Cdngnnsic»nal conmuttM including 
J'^^^^f^i^^ college presdents, and sbcsU soen- . 
tots, or^d tii^ gmte* Jit^idai^^ Ixi provided by the 
fedmi government to institutions as wdl as to andllaEy re- 
search and traintng activitiiM. 

How much shouid Cohgn»s appropriate for coopera- 
tive educatkyh? With a current ehrbllihsnt in cooperative 
eduction of only 2 percent of the nation's total pdst-MK:dhd- 
ary student body^ ^^^f^.^J^^^^^^^^J^t^ point? 
What is the red empbyment potential for cooperative edu* 
cation students and graduates? What, m ixt, are the bene- 
fitai to stiidents, employers, and institutions? 



It not unusual that aiaums to these and other 
qt^tions shbuH be sought, nor was it unu«j^ that after a 
fedB^^iogf am hai operated a number oi years, it undergo 
a systematic evatoajoct 

JT>e quest for tiijrrfdrt^ 
*ivered by US. Senator Stevens (R Alaska), a 
number oi the Senate App ro p nati ora G5mmittee and ah 
wtspdken advbcate^^ coopmuive sdiMtion. Addrewhg 
an &npteyer Institute conve>Ted May 2, 1974, [n Detroit by 
the Ntttkx^ Cotmnission for Coopeiatiye Education, Sena- 
tor Stevw saicfc JTo increase the fundihg, sve need hard 
data — from the schools, the jnnployi^ 
present the case before Gongrw. t for one, believe in 
cooperative education arS wouJd w^Sgly my support 
to furthering its goals in Washington. 

Tlw Natonal Cbmrniasibh bei»viB that tJie objective 

date prcsentedjn 'n^isspsn^ Education — A National 
Assessment" provkle the Jtat^ratioh for continued, cx* 
parKied, and creative federal government si»r>poft of cooper- 
ative educatibc7. 

For pttjfessibhals in the fieid, as well as those prospec- 
tivdy^tB^t«d in cooperative education — students, 
P"'*"*''^^^*^'^*??'^'^ and admirustratore oi 

postsecondary institutiora tlw sumimiy of the National 
Assessment and the excerpts from the Wilson comrnentarv 
should be a source of cniightCTment eand confidence. 
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11w fir^ii^ of thi study have led to th« foBowtng cbiv 
citisiorw regardng cooperative education — 

1: T7hm« who particw<2te in cooperatiue educdhbn 
support it 

IrwtitudoTO wnSi pro-^^ of cooperative education 
and «nptey«rs wbo^hir« cooperative education studenta 
exprww^ stTOTg support and Jr-^atKl their intention to in- 
creaee thm number of students who would partkapari Shi- 
dents who w*re currehtiy enrofled in prb^ns of cddpera- 
tive^taatfen and graduates who had pazti^ted in coop- 
erati^ education as students assessed their experiences as 
valuable. ^ 

2, Coofw-atn>e educatidh cphmbutes sisni^antfy to 
the ccreer prepord^dn of stut^ts. 

More studmts OToiW in cdopenitive education 
programs, as compared to their non cooperative education 
cbuhterpsirts, perdavd tiiat their job sidOs onproved as 
they ikivarKed through their undwgraduate pro-am. In 
?_^'!^ <=omplff^^ as they approach^ graduation, more 
^^'^'P^^^^^l^^^.^JV^.^ ^^^^^^ 
of thrir carw ol^«ctives tto did non cooperative students. 
The frndings ^so^how^i^iat^cocspera^ education con- 
tributes to after graduation empioym^it, toji^ more dn:^ 
relationship between college mayor and fufi-time after-^radu* 
atwn OTipidyRient, and a more direct rdaticnship betweoi 
curr«it job and career ptans. 

3. CiMpiratiOm education is a mechdhism for student 
Jmancjai osnstdhce. 

_ targe m^ority of students enrofled in cooperative 
education piogiaiits are o^mpeaat^ for thcv work and, 
therefore, for them coopexative education is an income pro- 
ducing activity. This ihcdme Ie^iimate|^ may be viewed as 
ofie kiiid of student fihahdai ai^stahce^Thss was found to 
^_^lJ^^I™?^Mf^^ ^P^^ for apprbximateiy dhe-third of 
the students ^id wo f^rt^ukuriyjrw for large prdpbrtibhs 
of certain «ibgrou|M witiiin the jtudwt sarapte^spe^cafly 
minonty and economicaily £sadvantaged students* For the 
rn^brity of students and ihstitutionai personnel, however, 
the firiandai assistance aspect of cooperative education was 
secondary to its educ^tionai advantages. 

4. Cooperatiue educatioh is co«t effsctiuefor students. 
^"^Vses were peiforrried cc J&rihg the costs and 

b^T^ts f'^Qitaig from the fdUbwihg deosibhs: to go to col- 
lege or not, jo atterd a baccaiaur^te ^efree or m aasodate 
degree granting institution, to participate in cooperative 
education or not. Thp net effective over a long period of time 
showed that the financial returns in relation to the costs 
expended are greatest to an individuai who goes to college. 



attends a fdur*year ihstitutibn, and participate in a cooper- 
' ative_educatibn prograrri. 

The supcnprity of cooperative education was espeaally 
pronounced in the baccalaureate degreeprograms. In addh 
Hon, it wa found that^a five-year cwperativeprograng^ 
more cost ^ffectivfe than a non cooperative four-year pro- 
gram. The cost ^ective ddmihance of cooperative 
education was less dear and consistent in associate degras 
programs. The data ftirther shbu^ that cdbpmtiveeduca* 
tioh in professionally directed curricula, ^jch as business 
more cc»t efec tive tha n programs in 
liberal arts curricula. The greater cost e ff e c ti v e n ess of coop* 
er tive education was further substantiated by the taxable 
income x^etvcd by cooperative students, the shorter 
periods of uhemplbs/nient experienced by its graduates, and 
the greater life-^tie earnings of its graduates. 

5: Coopero^ue ejection is cost ^ectrue for em- 
_ pkf^ers. 

Emplc^feni identified a number of potential v^ua tor 
them by tfveir partidpatibn iiLcdbpmtive education. It 
offers them df^ opportunity to MregUlv and important jbi» 

erative education students are as productive and often more 
highly motivated than regular mipjoy«es. Through coopera- 
tive educatwn they can id«ntiiy^hd rcorutt ftiture hifi-time 
mp^byees frbm student ranks. Th(Me recruited in this way 
^ J°^^ Jo be good OTpk^yeesi and are bftcn n^arded 
more his^ than other full-time etnplbyces recruited by de- 
ferent means. Cooperative ^^l^catKsn d^rs empk)yers tl^ 
additibhal advantage cif relating in a positive manner to the 
community and to the ixtstitutidns of higher education within 
that community. 

^J*_^?^^y< it was pb»bl««tb compare the 

costs and beneto of coo^rative educatidh to emplbyers. 
Qwail, the additional costs «xp«riciic^ ^_^^^^^^y^_ 
hiring cbbperatiye studentii as agairat regi^ employee 
wwe modest The only appreciably ^^t^ c^ were the 
9^ J^^J^'^P costs and those c(»ts associated with 
evduating ccwpOTtive stuiSm Wages, fringe benefits, 
»ipervisory and ^^^^^crats,^ union costs 
were essentially the same for both cooperative students and 
refu^ empibyew, On the other hand, ben^te, as ex- 
prgased in tefttts bf student productivity. Identification and 
'^^^^^"V^^ fuH-time CTipIoyees, an^ 
relations, were great: Hence, altilbugh the data are nbt ' 
quantitetive, they make a ciwffcz^ fjsr. cooperative educa- 
tion being generally a cost dfective inv«tment for 
^P*9y^- the employers surveyed, 96 percCT^^ 
that they pbinhed tb continue their cooperative arrange- 
ments with the institutions. 

6, CooperaiiuQ ^ucation constitutes a prosram cost 
for ir^titutions of higher education. 
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showed thtx th^ most im^:ortant rcascm for 

sappor^ cooperativi edtic.- OTh -^Jvp th« ingtitutjcr 
c onw oiirty wy^ ot potarit^ ,i rbr inte^igr^s 

dimic .dtvtibBmtnt and C2sr«^ dsrv*- .jp'r,:c-.t and bsc>^A«i 
cbb^«av« education h» ti:s> ~mr: tor ehhancirK 
student riiptivatidn. Other «?it. iiv,d \/3kxm to thi? uw itr. 
tbfs indudi the op|X)r ty ^ exp»urid sensor ; Vc^,^i» S^^^ 
ajxtoe curriculmi, e^ id ^nroilments. r • oi^ ^^ 
sotm:« of fondfefg, and uuiiic s^ace and ,f,.\. t;(r T.: . \. 
omdy lt adOTftomt^^ , ^^ ..ijr3.,t 

that cooperative education hoi<^ fcs- imtitutionai pc 
i» iti j»t«itial for serving stodwits and not in rra/idtig 
support to the iiwtitutibn. 
___T^_^^^gra<ge net iristitutibrial ^ student cost 
«tnTiat«i at approxirriateJy $220 per yc&r tor the instSutiois, 
sampled As pro^'ams approached an enroIlnHmt of S^*) 
5tud«its^ Si^ay becznme a net finandai benefit ^o tlS insfi- 
tutjpni Since cstiniates indicate that 80 petcent afl coop- 
erative progranw arc smaUer than this, it is cotsdudcd that 

rnoet institutions cooperative pro^Tsms are not can^ntly 

V. ^-.^porring. , 

^"^corit cbhtribciridn fb fhe national expansim of 

Since tfie ftrst grants were awartied under Title IV-D in 
1970, approxiniat*^ 706 prosprsTS been planned, 
mpkmented^ strengthened or expanded as a direct result of 
Tide IV^D, now TltJe Vm, ^ahte. 

8. It wasa sound jesi^iive de^on lo^ppdrt coop- 
erotiue edudiihn throuc^ direct snmts to ihstffu- 
tiohs rather tfwi as adcStionoi scholarship or toon 
students or as subsidies to cooperxitive 
educatmrt em^ofvers. 
The financial rewarc±i_to stisients for pMutidpatibn in 
cooperative education begin imnicdiately: Institutions, on 
the other hand, experience an immeSate and reasoncbly 
long tcfrn net cost and are in need of sup^rt to offset the 
dr^ on their limited resources. By July, 1976, $34,687,27^ 
J'^^tib'w ^o*' ^« administratibri of 
their, cooperative education prograns. The average grant 
was $34,063, while the average rcquot was $41,617. Title IV- 
D grants absorbed approximately 55 percent of the total 
cooperative educatioh jprbgram costs. 

9. TTie federal investment in Title and nou? TTrfe 
Vni, is more cost ^ective than the federal student 
•/odrt prograifL 

F"'®'^^^'^* which showed that the 
intcr^t cost and loan ^e^olt^c^t to the federal govern- 
rheht for the student loan program arc substantiaiiy greater 
than the cost of supporting cooperative education throu^ 
annual appropriations. 
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»10. F^deralfy funded and h^^ 

dtrue educaiioh program^ exhibit siMldr progrcan 

characietv^(^ 

Compemsons between prolans ^^at have ^eceiv^ 
Title N-D fundng and those that have not showed no static* 
licaily st^iificant diSerehc^ with regard to a large number of 
prograih characteristics. Alt? .bugh federal funds have had a 
significant irtlpact upon the expahsiori of cooperative edtica* 
tibn, part^uiariy In t^ ar^B of Ub^alari^arvd twchy 
gr^na. Title iV D ^cb have not sigitificantiygnpacted ^on 
program structure and mode of operation. It wouid be 
untrue to conclude, however, that no chahgiKi have be- 
cimiKi in cbbperati^^ educatabh since the begihritng of Tide 
IV-D legiiuatiori, but rather that both federally furled and 
^ly^^^^yL funded pi ogr g i a look very ititich alike. The 
si^iiAcance of Tide JV-D funds can be appreciated more in 
light of the findhgs on institutional costs and benefits rather ' 
than in terms bf program charactimstics. 

11. S/uden^andempfoyersossesscKi/edera^/^^ 
_ and rKm^edert^ ftmded progr^ns to be a/3ce: 
Oh several eyaluatibh cbnsidaatibns, such as the 

ccxiriseling received, the relei^hce of the ccwperative edu- 
^l^n a»g^snent to coOegc rtu^or, the quality of employer 
training and ^pto9<er ratm^ of student productivity, 
asscssnr»it8 were podtive arxl simOar for Titie IV-D and non 
Trde IV^D supported programs. 

12. TTur ^/ure projects /or the natibnof expdnsion of 
_ cbopmriue educathn are good. 

The saturatibh pdiht of student, institutibn, or employe 

cddjpShrativc educatiph has nbt been 
rzadwt Two perceit of students enrolled in higher educa- 
tiart, ]«• than one-third of afl higher eduoition iristitutions, 
and approximately 30,000 empk)yers are mvolved m cooper- 
ative education. Extept f or the lack of adequate and fully 
P^^?*??* infortnatibri about cooperative education and its 
vaki« » applied to each of the constituent members, the 
stmnuiante to expand are far greater than the deterrrats. 
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Conclusions 

Th^ psdtcntial for cbhtihuiKl «xpan«ibn of cooperative 

•dacation a grtat bicaiM*, as th« study ai^ues; the satura- 
tion point not yet been achieved and the incentives for 
•xpahaion far oatdistanceany of the hihdnmces. 

There are three princip^ Iin« erf evktencc to supppit 
the cbhteptibn that there is room for adcStionai itistitutfbhal 
paitSdpatibh in cooperative educatiOT. Fnit, tfw theoretic 
firamum of participating institutjpns has not been reached 
n««^ordy appro)dmateiy the ihstitutibns of 

Wgher education in the United States have proSaro of 
c^oop«ative educatioit. Swoiwl, tl« popuJatibh of institu- 
twm with cooperative education tas iwreaaed ahhually 
since 1961^and though how mcreaSng at a sbwer rate than 
in previdui y«irs, it, honetheieu, (;dhtihu« to incre^. 
Tted, student enrollments in cooperative education have 
nKTMsed aBrmcafly ov past number of years, and 77 
pen^t of the sample ii^dtuferw reported plans to continue 
increasing their cooperative education enrollments in the 
future. 

In tenni of student saturation, all students in institu- 
fcra of higher education constitute th« thebretk: majdmum 
'^?^??"'^« wducatibfi studehja. Only about two 
P^^^?^' J^*^^**^*5 pi ^ ^^P^P^ ^ enrdUed in programs of 
CQopeiative education. AJthou^ tiw number of cfwperativc 
education students has increased over the past several 
y'^ars, they still constitute a small minority of the potential 
ntiitibcrs. 

J*?™ infonnatibh were collected irtthe course 

of^ the study to^support the pc»tibh that the employment 
sector is not yet saturated with cj»perative education stu* 
dents, Fortyohe p^ent of the sample of current coopera- 
tive employers rei»rted plans to e;<^nd the numb«- of 
9^P^^^ students they currehtly employ ove the n«t 
sgygai yeans, and sixty-two percent of the sample of em- 
ployers not ciaremly hiring cooperative students report^ a 
desire, and the pMsibffity of hirmg them in the future. 

The study provided ample evidence of the existence of 
potential incentives for the addption and expansion of coop- 
etat^ve ibducatibh at institutions of highiw learnmg. The data 
'^^?'?*^^^_?99P^^*^^^ education has particular merit as a 
Strategy of care^ sitK^tion, institutidns with cooperative 
(education have a hi^ier rate of gradate placements than 
institutions without cooperative education, and coopera- 
tive education ehharKM th<? total financial aid eSorS of the 
li^tutidn. The fact that cooperative educatibh is not im- 
TOdiatdy cost effective is the single greatest deterrent to in- 
stitutions CTibaridng on such a prograrn. Cost effectiveness 
is related to both the size and age of the program. Uewer 
programs arc more costlyi which in turn is probably related 
to their size. As programs becornc larger, they have a 
greatia' diance of becoming ccwt effective. Although the 
potential exists for external as<istance in the development 



€4 ptog i aiiis of cooperative education titrougtit title VH of 
the Higher Education Arn^mdmerits of 1976, it app^is, hdw- 
ev^^ that the maibrity of the cooperative education ph> 
^ranttarc hbt cun^^mtiy ^^ha^^ 

There is pveiiviiMdm^ that cooperative 

education Jwjconsiderabie v^ ^^i*.^^^- It provides 
r^m/wt career related educatiofi ^nd financial as^stance. 
Graduates of cooperative edvxa' ^: :>^ams have higbff 
aftaff ^smb-v^rrvy starting saLjr.^ - ^xi feu^. and shorter 
pmicK^ '^i urtertipteyriterit. h -^^'-^ students fourki cbbi» 
ative ed^wcation to be iii :;^w4:4iidy valuable strate^ bf 

•^^^^^^^^ ^^^JL^ T^*?^?^ ?^ prindpoi 
(^errent Jo student participation uncovered by this study 
was the lack of iuiowledge about cooperative education aixl 
its potoitial value for them. 

This study slvDwed that rhbst participating empk)y« 
find that Inoperative educatibh students are productive 
employee, earning thCT way. Ai^Stional empldyer ccNSts 
required to participate in a cooperative program are rnodiBit, 
wi^ the benditi,in terms of productivity, identification and 
rccruitinmt full-tiihe ^pduatio, and j$5mgtihened 
cbmrnunity relations, are great. H^ice, codprntive edu- 
^^^^^ F^M'^^^P^^^ effective for ernplbyers. 

11* ^f'^'S^^^^^ttKi^ incentives tb 

expml are fv greajer than the^tctrwts^ srai, thereforg, 
the proepecis are good for the immediate and long term 
expansion of cooperative education. 
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APPENDIX D 

Excerpt from letter from Congressman Thomas E. Pe^ri to Mr. 
Kenneth G. Ryder, Chairman Subcommittee on Sources of Funds 
July 6r 1983^ 

ADVANTAGES OF • INCOME-CONTINGENT PROPOSALS FOUND IN IDEA 
Like most income-contingent lokn (iCEj) proposals, IDEA does 
provide protection against loan./paymehts that are excessively large 
relative to income. Annual payments are limited to 15 percent of 
household income. Additionally, below the 15 percent cap, those at 
lower income levels pay less per year on a given ^mount of debt in 
absolute dollar terms. *>/ 

IDEA does seek a "participation interest'" in a borrower's 
return on his educational investment. While the vast majority of 
IDEA borrowers would pay interest of average 91-day Treasury bill 
rates plus 2 percent, those with long-terTT: low incomes would be 
charged an effective rate lower than this (due to forgiveness of 
debt remaining after 30 years of repayment) • Similarly, the high 
income borrower would pay an interest rate of up to ISO percent of 
the standard T-bill + 2 percent rate, depending upon how much had 
been borrowed and howmany years of high income the borrower ' 
experienced during the first 12 years of repayment. 

IDEA does view as inappropriate the subsidy of high earners 
from low income famil:,es (and the failure to subsidize low earners 
from high income families) once basic financial assistance has been 
44sed to equalize access to higher education . That is why IDEA is 
offered as a s^o^pp^lement to current need-based grant and loan 
programs . 

177 



IDEA s::ould raise the efficiency of higher education finance. 
The T-bi±i + 2 percent interest rate covers the cost of funds and 
administration of the program (and is therefore unsabsidized ) , yet 
gives borrowers the benefits of lower interest rates through federal 
loan guarantees and administrative efficiencies due to IRS 
collection of payments and Department of Education account 
maintenance. This beldw-market interest charge (compared to 
commercial unsecured loan charges—which even highest-income 
borrowers under IDEA do not pay) is economically efficient because 
it represents the pooled risks and expected returns to all IDEA 
borrowers. The program is designed to be actuarially r\ 
self-sufficient. Even though no individual borrowers will be able 
to predict with certainty their future -income streams, demographic 
data suggests that long-term solvency of IDEA is I not in doubt. 

IDEA contains no means test because rationing of unsubsidized 
loans is not necessary. -additionally^ as Dr. Riddle notes, there is 
a positive correlation between the income levels of a student 
borrower's family and her own eventual income. Therefore, the more 
participation from students who fail GSL, NDSL, and Pell Grant means 
tests, the more likely IDEA will be serving borrowers who will not 
require eveatual forgiveness of their loans due to long-term low 
income. _ 

IDEA is not offered to facilitate a shift to more independent 
or financially autonomous students. Unlike most loan bank 
proposals, the unsubsidized rate of IDEA is riot "easy money" 
encr '-ring over-borrowing or even reinvestment of educational loans 
f Ttonetary gain. IDEA does, however, o|.fer the independent 
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student money at lower average interest rates than the ALAS 
program.; Moreover, with parental incomes increasing at a slower 
rate than educational expenses for the foreseeable future, IDEA is 
much less a vehicle for reducing parental contributions than an 
inccemental source of funds to bridge the growing gap between 
parental contributions,, s t nd^mt ^suppl ied funds (savings or 
work-study), and current aid urograms on the one hand, and the costs 
ot attending schoox on the or ler. The gap exists, especially at the 
graduate school level. There is '^o guarantee that a subsidized loan 
program wilt be expanded to meet the need, and, as the Commission 
notes, subsidiz3d loans can divert funding from grant programs, 
skewing assistance toward higher income families. IDEA p rotects 
funding for those x:urrently eligible for need-based programs. 

IDEA would increase the incentives to enter professions that 
are low-paying yet require large educational investments. As Dr. 
Riddle notes , lower payment levels might compensate for lower 
average incomes due to labor market discrimination against women and 
minorities. Perhap?: nore importantly, IDEA would remove the 
r 1 s k -aver s i oil that low^er-mcome groups may experience when 
considering whetner to incur educational debt or not pursue further 
education out of fear of unmanageable debt. For those students wl:o 
have reciived grants and subsidized iioans yet need to borrow more, 
the 15 pe rcent -of -i ncome ceiling on IDEA nayments and option to 
convert other loans into IDEA debt subject to that ceiling niight 
encOcir.ige or enable students from lower-income families to enter 
graduate and professional degree programs. 
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A; Dr. R.idcie notes > lengthy repayment periods are offset by 
the deductibility c i: interest payments, and in any case generally 
wculu not significantly reduce the return on one ' s education 
received by a borrowe- . Under IDEA, most borrowers would repay 
loans over 12 to years--not unlike the current period* for 
repayment of loans concolidated by smh. The present value of the 
repayments would, in any case, be no greater than the value of the 
original loan, given the T-bil± + 2 percent interest charge that 
reflects the cost to the IDEA program of lending money. 

ILv.A not! only allows unsubsidized interest rates to co-exist 
i>'ith ma^.ageable debt payments, it reduces administrative co^ts and 
risks due to default tnrongh collection of payments by the IRS. 
r. these costs would be paid through the interest charges. 
Although Dr. Riddle mentions costs (with IDEA, really 
appropriations lo-^ned- to the program, not expen£-,is that are not 
recoverable like the current GSL special allowance or in-schoo^ 
i.iter 3t subsidy) of initial capitalization and payment of i n- 
interest required by ICL schemes, IDEA seeks to avoid even the:£:e. 
The IDEA legislation authorizes the issuance of 15~year + 
"zero-coupon" bonds by state guaranty agencies that would require no 
in-school interest payments at all. The IDEA U^an Trust Fund would 
repay the bonds with interest at a time when repayments had 
accumulatied in the Trust Fund--avoid ing current appropr ia t ic.\s 
except for administrative costs. 
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AVOiDftWeE OF PO^.'^jJTIAL D ISADVANTAGho OF ICL'S BY" l.WEA 



Because the theoretical attractiveness of i ncome -cont i ngen t 
ioans had fa. o receive the endorsement of large numbers of 

policymakers iii the past, the IDEA program was explicitly shaped to 
mitigate or avoid the negative attributes of past proposals. 

IDEA docs not attr-npt *-o directly attribute future income to 
investment in education. Rather., it accepts 7)Ost-school income as 
evidence of ability to oay for school borrowing. Education-al 

loans represent a f u tu -e obligation of borrowers. It is logical and 
appropriate chat the pric . ^uch loans should reflect future 

(rather than family) income of borrowers. This is particularly true 
given the status of IDEA as a sup plement t.o need'-^based I'^rogfams that 
is targeted to graduate study where parental contributions ire less 
available and costs of attendance are often higher. 

IDEA takes positions on issues of equ:^ ty ra ised ::y Dr. .Riddle, 
using current student aid and tax f.olicy precedents for guidance. 
Bor .wers do not id their loans oy marrying and leaving the 

worKiorce; liowever, the joint income of a couple is considered in 
setting the repayment due from spouses on their joint r^-^bt. This is 
consistent with ci::-rent Lax policy, which does not cci.sider the 
ainbunr. of income earr. ^d by individual spouses within a taxpayer ui x t 
when taxing the income of the couple. it i_s_ true that a spouse who 
works but has not borrowed may have to pay off the loans of a spouse 
who has borrowed but has no market income; nevertheless, non-workiixg 
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spouses effectively must resort to household income (or wealth) to 
pa/ current fed«.^^ .- ly-insured locins , Moreover , ba<:: rig IDEA payments 

borrowers' h:. j5.,::holds ' income i.s ^ less legitimate than 
es tabl isiii n§ need for subsidized loans or grants according to 
students* families' i ncome- --t he household unit is the measure. 

Dr. Riddle raises tihe quv. ^ t. on of negative effects on labor 
supply if loan payments that increase v/ith income are disincentives 
to v.rk and earnings. IDEA is distinctively different from earlier 
income-sensi ti v*e repayment schemes in that the payment on a given 
/amount of debt decreases as a p ercentage' of income as incomes rise, 
even though the absolute d oJ.la r amc unt o- repayment incre^?^^ as 
income increases. Thus, higher earz-.ers finJ thar ^: larger fraction 
of their incomes remain after payme'i: of IDEA ioa:: Imd 5^^; 
negative effect on labor supply should be incons^ -■.•r^' jl. Much 
mor:- significant should be the pcsi ti ve effect on cue c^il ice of 
employment for students qualif:;ed to be researci: engineers, mach and 
scienc-_^ teachers, nmunity oractif-' physicians, and public interest 
Lawyers (, t:o rja-ie ^ f^rw oi: the high-cost, low-wage professions 
beneficial to society). 

The costs of IDEA will oe covered by the bOi.'rower repayments. 
.•\nnu.ii limits are set on annual and lifetime borrowing so that debts 
"iro manageable; even at: ansubsidized rates of inter 3t« The 
repayment schedule:-: ai conse ^ -jiti ve demographic estimates 
essentially gaarannee th-jt the bond ooligations issued to fund IDE^. 
can be repaid at maturity without any general revenue subsidy. 
Wnile repayment of the IDEA loans will be over an extended period of 
time, tlie maturity da'. - of the bonds is also set in the future- 
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En;j;. '.oyers might have an incentive to offer compensation in the 
form of t.;..x-exempt benefits rather than taxable income, reducing the 
size IDEA repayments. The IDEA program reduces this risk in 

3 -'^'e^^ral ways- vL'l^^.' income measure used, ''Modified Adnusted 

Cross Income," adds to tlae Adjusted Gross income measure presently 
used cer:-ain preference ("loophole") items. This prevents sheltered 
i: .-jme from red. icing IDEA payme: s from high income borrowers. 
Second , because all but the I ■ ^st income borrowers <;heir IDEA 

loans at the T-bill + 2 perc interact rate, for aimoct all 

borrowers who might receive ome cax-exempt income in iiea cf 
.'3 igni f leant amoanLs of wage income, such substitution will simply 
extend repayment rather than .reduce the cost of the loan (in present 
value terms) to the borrower- Because the IDEA interest rate- i 
unsubs idized , borrowers have no automatic incentive to extend 
r-'payment from i' say ) 15 to 20 years based upon the economic cosL to 
therr , Th ird , at the highest income levels, the size of iL:'^\ 
paymeritis per dollar borrowed do not increase much per ei-ch dollar of 
addiLional ir .o:ae; henc there is little incentive to seek 
non-taxable Gmploymeat benefits beyond wnat would otherwise exist to 
avoid basic incco::;- tiaxes-' ;: in short, taxable income avoidance is 
a tinreat to ei:::ier tine equity or the solvency c 
Dr. Kiddie ra .. ds the possible negative effe_. vernmental, 
--ireritial, arid ph i Ian " ; r ou i c cont r ^ cu t ions of income-sensitive 
r-:rpayme:it t loans, .^ain, IDEA is not, designed to supplant current 
arces o- financial supp l (as most loan banks have been); it is 



designed as a second tier after current subsidized loan programs and 
aXt^g^- parental contributions that cam grow as fast as educational 
costs or that are not available gr. late students; Philanthropy 
will still be necessary to meet the be c needs of lower-income 
students. It is my understanding, more ver, that Yale University 
has not seen a decrease in alumni contr ..ou tions from students who 
elected its income-contingent repayment option in the i970s. 

IDEA does not attempt to str :tch too far the analogy of 
insurance against unanticipated low income. Rather, its 15 percent 
of income cap on annual payments is a protection against temporary 
or long-term incomes that .hx 2 disproportionately low relative to 
borrowing. Only if 15 perc at of income ha,s been paid lor 30 years 
or; income has be^Mi chronically very low v^^i any IDEA borrowers 
receive a subsidized interest rate. This is a sufficient 
disincentive against needless . borrowing by those who choose 
lower -paying occur,-- i is. 

Although ICL.. - irequently proposed mignt incur substatial 
costs to follow mobile borrowers over the term of a loan, IDEA does 
pot. IDEA is federally administered and collected by the IRS. 
Tracking borrowers is not a problem so long as they are part of 
atiaxpayer ar.it liable for income taxes. Moreover, tlie income tax 
liability that would result from "hiding" a non-wording . oouse (lost 
personal exemption an.; 'ligher single h^-ad of household tax rates) 
would be likely to exceed the savings from IDEA payment avoidance. 
This does not even cons i IRS enforcement E.:_-_hority and the threat 
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of discovej../ by random audit. As for the resistance of the IRS 
bur-'aucracy to coiiectim of loan payments, the IDEA bill makes such 
collection no more complex than the current collection of Social 
Security payroll taxes from the self-employed—a current IRS dutyi 

The i ntergenerat iona 1 effects of IDEA are difficult to 
et;timate. Again, IDEA does not replace other student aid 
mechanisms, so any i nte rg ei t i onal effects are substantially less 
than under some loan bank proposals. Furthermore, most IDEA loans 
are repaia in 12 to 18 years, i.e., prior to the time IDEA borrowers 
woutJ ue contributing to their own children's education exoenses . 
Moreover, for lower income IDEA borrowers whose payment extends up 
to 30 years, the family income of the children of the IDEA borrower 
will qualiiy the child for current subsidized loans and grants. 

It is liKely that IDEA would be utilized more by students at 
higher-ca;s:: institutions. Nevertheless, no more ^noney is made 
available to undergraduate stuJents under IDEA than under GSL (i.e., 
Sz:,50t) per year), although IDEA will be available to those who fail 
Che GSL- oieans test aij currently must use the more expenri.e (than 
GSL a nd IDEA) ALAS program. Public instillations would have a higher 
proportion of costs covered for undergraduates who ii .1 the GSL 
means test • lan v.'ould pr i va t e i ns t i tu t i on s ; private institutions 
would h.ive lii^re money available to students who fail che GSL means 
test- Students would have the right to borrow at. an nnsnb s i di zed 
rate that would not mask the real- costs oi: their education. 




EKLC 



Finally/ Dr. Riddle questions whether income-contingent loan 
propiosals could make borrowing more attractive to students. It is 
agina relevant: that IDEA does not seek to make borrowing 
ar ti cicially attractive by subsidizing interest rates . Poor and 
minority students who might now be adverse to borrowing would still 
have access to current grant and loan programs , Yet IDEA does 
attempt to make unsubsidized loans manageable , whe^ -jr the borrower 
comes from high or low incorae parents, a'ld whether the borrower 
expects to earn or actually does earn a high or low income. Its 
income -dependent payment scheme does, I believe, achieve that- goal . 
;\na there is no question i:- my mind that 15 percent of income limit 
oh loan repayments would relieve a substantial amount of concern on 
the part of students from ai]L baclcgrounds that their debts night, 
prove unbearable. That doubt can now prevent qualified students 
with limited fine sources from prusuing an advance'i degree 

altogether . 
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